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THE GERMAN TRANSFER PROBLEM 

The Dawes Committee divided the problem of the payment 
of German Reparations into two j)arts — into the Biulgelary 
Problem of extracting the necessary sums of money out of the 
pockets of the German people and paying them to the account 
of the Agent-General, and the Transfer Ih’oblem of converting 
the German money so received ijito foreign currency. 

As time has gone on, opinion has become even more sharply 
divided than it was on the question wlictlier this dicliotoniy has 
theoretical and practical signiiicance. The view has been widely 
expressed that the Transfer Problem is of ([uite secondary 
importance and that, so long as the Jhidgctary Problem is solved, 
the Transfer Problem will, in the main, solve itself. The following 
note is directed to a theoretical discussion of this issue. 

'J'hose who think that the Transfer Problem is secondary 
argue thus. The German people receives its income in return 
for its current output of goods and services. If an apt^roiHiate 
part of this income is sequestrated, there will be no buyers for a 
corresponding amount of goods, which will therefore be available 
(in addition to wdiat would bo availal)lo otherwise) to expand 
exports or in diminution of imports. Since not all the con- 
sumption of goods and services, which the German ])eople arc 
compelled to forgo, is suitable for export, there will have to bo 
a certain amount of cliange-ovcr in the character of production. 
There is, how ever, no reason to suppose that ordinary economic 
forces will not bring this about within a reasonable space of time. 
Thus — according to this school — the real (question is, how' much 
cash can the German Government raise by sound financial 
methods and pay over to the Agent-General. Once this is 
settled, we can bo sure that a way will be found of looking after 
the Transfer Problem. 

Now I do not doubt that there are sets of premisses from 
which this conclusion follows. For example, there is one very 
No. 153.— VOL. XXXTX. B .. 
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simple set from which it obviously follows. For let us suppose that 
the German factors of production produce nothing but exports 
and consume nothing but imports ; in this case it is evident that 
there is only a Budgetary Problem and no Transfer Problem ; — 
or rather the Transfer Problem is removed from the shouWers of 
Germany and becomes a x^roblom as between the recipients of 
rox^aration and the countries from which Germany previously 
drew her imports. 

But, on the other hand, if wc suppose that Germany is already 
exporting all the goods which she has facilities for producing on 
any terms on which the rest of the world will buy them — suppose, 
for examine, that, not so unlike Russia to-day, her exports are 
limited to caviare and x^atinum, of which the output cannot be 
increased — then the ''Transfer Problem is x^aramount and, indeed, 
insoluble. Or, again, lot us sux>imsc tfiat, whilst, as before, Ger- 
many’s cx|)orts are limited to caviare and x)latiniim, she is, this time, 
in a x^osition to increase tJieir output, but unfortunately tlic demand 
of the rest of the world for these articles has an (elasticity of less 
than unity. In this case the more she exx)orts, the smaller will 
be the aggregate x^rocccds. Again the Transfer Problem will be 
a liopeh'ss busim^ss. 

The first questioji to consider is, theivfore, a (|uestion of fact 
— whereabouts between the two extrenms excm])lified abov^o is 
XHCsent-day Germany situated ? In other words, our first 
question is, whether there exists a?i ideal distribution of Germany’s 
factors of j^roduction as l^etwecn diflerent uses wliicjli, if it could 
be arranged, would solve the Transfer’ Problem ? 

When this qucstiondias been dealt with, there nmiains a second 
(Xuestion, — How ''oinx)lctely and by what train of causation is the 
machinery of the Hawes scheme capable of bringing al)out this 
ideal distribution ? 


I 

. (1) If £1 is taken from you and given to me and I choose to 
increase my consumj)tion of x>ft"(dsely the same goods as those 
of which yOu are com})elled to diminish yours, there is no Transfer 
Problem. Those who minimise the (pu^stion of transfer seem 
s(mietimos to im])ly that the aljov^e is a fair representation of 
the facts, 'fo the extent that high taxation causes 

German consumers to buy less foreign goods, it is a fair rexHC- 
sentation. But clearly only a proportion of their abstention 
from consuming will he in respect of foreign goods, and, so far 
as one can judge at })rcsent, not a very largo x^roportion. More- 
over^ the German balance of trade already lias most of the benefit 
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of this, inasmuch as individual Germans are already paying 
enough, or nearly enough, taxes to solve the Budgetary Problem, 
and are, therefore, already reducing their personal consumption 
to the requisite extent. 

(2) For the last two or three years the Transfer Problem has 
been temporarily solved by Germany borrowing abroad for cax)ital 
purposes at home, cash which she docs not bring home in the 
shape of imports. She has been using this cash to buy back 
from the Agent-General the x>rocccds of taxes j^aid over to him, 
out of which she then pays the wages of German workmen 
erai)loyed on cajhtal improvements within Germany. Clearly this 
process of borrowing from abroad cannot go on indciinitely. 
When it comes to an end, it will be necessary to divert the labour 
which it now employs to producing for export. 

Thus it will not be - in the main — a question of reducing 
German consumption. In so far as the Budgetary Problem has 
been already solved, the necessary reduction of consumxdion is 
already effective. When the foreign borrowing comes to an end, 
it will be a question, not of reducing current consumption in 
Germany, but of transferring labour from capital works in 
Germany to the export trades. Only in so far as additional 
savings within Germany take the place in future of foreign loans 
will there be any suridus of resources which were previously 
directed to sui)plying German consumers. On the other hand, 
where the output of caintal improvements, financed by foreign loans 
is not in an exportable form (and much of it will not be in such a 
form), the diversion of xuoduction out of other employments into 
the export trades (or to iHoducc goods previously imported) will 
have to be on a greater scale than is req\ured by the payment of 
Rex)arations alone, since it wall be necessary to x)rovidc also for 
the interest on the foreign loans. 

(3) I conclude, therefore, that the solution of the Transfer 
Problem must come about, in the main, not by the release to 
foreign consumers of goods now consumed by Germans {e,g, 
wheat, sugar, cotton), but by the diversion of German factors of 
X^roduciiou from other emidoymeiits into the export industries. ^ 

(4) Now, what x)rcveiits Germany from having a greater 
volume of cxi)orts at tlie present time ? Is it that the export 
trades cannot attract more labour at the i)resent level of remunera- 
tion? Or is it that they cannot sell an increased output at a 
XHofit unless they can first reduce their costs of production ? The 
available facts seem to indicate that the first, namely, inadequate 

* For brevity, I incliido in those in wliat follows tho production of goods 
previously imported. 

B 2 
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supplies of labour at the present rates of remuneration, plays 
little or no jiart, and that the second is the real explanation. 

That is to say, the solution of the Transfer Problem requires 
a reduction of Gorman gold-costs of production relatively to such 
costs elsewhere. There arc three ways of bringing this about. Either 
German industrialists must increase their efficiency faster than 
industrialists elsewhere ; or the rate of interest in Germany must 
be lower than elsewhere; or the gold-rates of efficiency-wages 
must be reduced compared with elsewhere. Since Gorman indus- 
trialists are reputed to be already at a fairly high level of effi- 
ciency relatively to those of other countries, I do not know why 
we should assume that they will outstrij) us yet further. For 
it is not enough that they should increase their efficiency (that 
they will doubtless do) ; they must increase it fasten than others 
increase their efficiency. Nor is there any prospocd. of relatively 
cheap money for ({ermany; though ilierc may bo some future 
gain from a fall of German interest rates below tlu'ir present high 
level. It follows that the Transfer Proldem re([iiires a reduction 
in the present gold-rates of efficiency-wages in Germany relatively 
to efficiency- wages elsewhere. 

That is the first point to establish. The expenditure of the 
German people must be reduced, not only by the amo\int of the 
reparation-taxes which they must pay out of tludr earnings, but 
also by a reduction in their gold-rateof earniiigs helow what they 
would otherwise be. Tliat is to say, there are two ])rol)lems, 
and not — as those maintain who belittle the difficulties of transfer 
— one problem. Indeed, a short way of ])utting the case is this. 
The Transfer Problem consists in reducing tlio gold-rate of 
cfficicncy-carnings of the German factors of product if)n sufliciently 
to enable them to increase their exj)orts to an adofjuate aggregate 
total; the Budgetary Problem consists in extracting out of those 
reduced money- earnings a sufficient amount of reparation-tax(‘s. 
The Budgetary Problem depends on the wealth and prosperity of 
the German people ; the Transfer Prol)lem on the competitive 
position of her industries on the international market. 

(5) If X is the percentage by .which German ellicicmcy-wagcs in 
terms of gold have to be reduced in order to develop an excess of 
exports sufficient to pay for lleparations, a:-- we may say — is the 
measure of the gravity of the Transfer Problem. 

So far we have no cxj)crience to guide us as to the value of x. 
Nor shall we, so long as the Keparations payments arc provided 
by borrowing abroad. It is quite certain that this must come 
to an end some day. But when, no one can say. Meanwhile 
the new Committee, now sitting in Paris, has very little more 
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evidence to guide it as to the value of x than the Dawes Committee 
had five years ago. 

In round figures German exports (including deliveries in kind) 
now stand at about £000,000,000 per annum. It looks— again 
in round figures — as if their excess over imports would have to 
increase by about £150,000,000 (perhaps even by £200,000,000) 
in order to balance the account without borrowing. Since German 
industry is largely de 2 )endent upon foreign sources for raw 
materials, tliis means a still larger increase in the gross figure of 
exports. The Agent-General concludes that Germany must look 
mainly to an incrcasci in her exports of finished goods, which 
came to a total of £434,000,000 last year. Very roughly, there- 
fore, Germany has to increase the value of her exi)orts of finished 
goods by (say) 40 2 )er cent. It is a formidable task. 

Now, a reduction in the money-rate of efficiency -wages does 
not help her, and may injure her, in the following cases : 

(i) Where the output, e.g. services or buildings, 

cannot be extioricd anyhow ; 

(ii) Where the world’s demand for Germany’s goods has an 
elasticity of less than unity, ^.e. where a reduction in price 
stimulates demand loss than in tnoportion, so that the greater 
quantity sells for a less aggregate sum ; 

(iii) Where (Germany’s foreign com 2 >etitors fight to retain 
their 2 >i‘osent trade connections by reducing their own rates of 
wages pari ; 

(iv) Where Germany’s foreign customers, reluctant to allow 
this more intensive com 2 'ctition with their home producers, meet 
it by raising their tariffs. 

Moreover, if a reduction in 2 )ricc of 10 per cent, stimulates the 
volunu^ of tradci by 20 j)or cent., this does not increase the value 
of the exports by 20 2 ^cr cent., but only by 8 2 >cr cent. (1-20 x 
90 108). 

Two 2 >oints should bo noted in passing. The reduction in 
real wages would bo by no means so large as the reduction in 
monej^-wages, since the t^rices of home-goods for home consump- 
tion might be ex 2 )ccted to fall.^ It dexjs not follow, how^ever, that 
it would bo any the easier to reduce money-wages, as wo have 
found in this country in the last four years. On the other hand, 
such reduction in real wages as docs occur may reduce efficiency, 
in which case a still greater reduction in money-wages per head 
w'’ould bo necessary to secure a given reduction in efficicncy-w^ages. 

* For the reverse phenomenon see the figures quoted on the next page, from 
which it appears that the recent increase in money -wages has caused the cost of 
living to rise by more than half the amount of the increase in money -wages. 
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In the light of these considerations, what reduction in the 
money-rates of German wages will be required to increase Gorman 
exports of finished goods by 40 per cent. ? I do not venture to 
guess — except that I should expect it to be substantial. Only 
those who believe that the foreign demand for German exports is 
very elastic, so that a trifling reduction in German prices will do 
what is required, are justified in holding that the Transfer Problem 
is of no great significance apart from the Budgetary I’roblem. 

My own view is that at a given time the economic structure of 
a country, in relation to the economic structures of its neighbours, 
permits of a certain '‘natural'’ level of exports, and that arbi- 
trarily to effect a material alteration of this level by deliberate 
devices is extremely difficult. Historically^ the volume of foreign 
investment has tended, I think, to adjust itself — at least to a 
certain extent — to the balance of trade, rather than the other Wcay 
round, the former being the sensitive and the latter the insensi- 
tive factor. In the case of German llcparations, on the other 
hand, wo are trying to fix the volume of foreign remittance and 
compel the balance of trade to adjust itself thereto. Those who 
see no difficulty in this — like those who saw no difluailty in Great 
Britain’s return to tlie gold standard — are aj>plying tlu^ theory 
of licpiids to what is, if not a solid, at least a sticky mass with 
strong internal resistances. 

Meanwhile— so far from a start l)aving been made in n^ducing 
wages — the breathing sjiaco allowed by foroigji borrowing has 
weakened Germany’s competitive ])osition by allowing Gorman 
wages to lise again from the very depressed position whi(‘h they 
occupied in 1924 after the Great Inflation. Mr. Park(T Gilbert 
reckons that money-wages in Germany have risen by 40 per 
cent, since 1924 and real wages by 23 per cent., with the result 
that real-wages are now estimated at 8 per cent, higher tlian they 
wore before the war. 


II 

Thus the Transfer’ Problem involves a reduction of x per cent , 
in the rates of gold- wages in Germany relatively to rates else- 
where, the value of x being determined by the factors outlined 
above. The next question is — How does the Dawes scheme 
propose to bring about tliis reduction of wages The answer is 
that it makes almost no contribution to the solution of this problem. 

The easiest method would be to allow the exchange value of 
the German mark to fall )>y the amount required to give the 
necessary bounty to exports and then to resist any agitation to 
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raise money-wages. But it is precisely this method which the 
Dawes scheme’s device of ‘‘ transfer protection ” expressly forbids. 
Nor — as I read the Dawes schemc~is there any compulsory 
deflation when the ‘‘ transfer protection ” comes into play and 
the proceeds of the reparation-taxes accumulate within Cermany, 
since these proceeds are to be invested in the short-loan market. 

If, however, wo suppose that, by agreement with the 
Reichs])ank, deflation is enforced, how will this help ? Only 
if, by curtailing the activity of business, it throws men out 
of work, so that, when a suflicient number of millions are out 
of work, they will then accept the requisite reduction of their 
money-wages. Whether this is politically and humanly feasible 
is another matter. Moreover, an attempt by foreign financiers 
to withdraw some part of their v'ast short-term loans to the 
German Money Market, estimated at £300,000.000, might be a 
by-product of a violent political and economic struggle aimed 
at the reduction of wages in the interests of foreign creditors. 

The comfort of Germany’s x)osition under the Dawes scheme 
is this. The surplus, furnished by ex])orts and foreign loans, 
will bo duly remitted uj) to the amount of the aiinuity. 
But if in any year exports and foreign loans fail to furnish 
a sufficient surplus— and the mere fact that the annuity has 
been collected i)y taxation is no guarantee whatever that this 
surplus will ho sufficient — then the Dawes scheme provides no 
effective means of ])rossurc to increase the surplus. One may 
assume, therefore, that the CJerman Government will be extra- 
ordinaril} reluctant lo forgo “ transfer protection ” — at any rate 
until there is more evidence than exists at ])rosent as to the amount 
of the siir|dus which exports left to themselves are likely to furnish. 

But the retention of “ transfer protection ” may be desirable 
from other points of vknv than Germany’s. Addressing the 
shareholders of Barclay’s Bank last January, ^Ir. F. C. Goodenoiigh 
said : — “ It will ])e of great importance that the amount to be 
fixed should be not only acceptable to the Allies, but such as 
wdll obviate, as far as possible, forcing Gc^rmany into excessive 
industrial comi^etition w ith the rest of the Avorld througii com- 
pelling her people to accept too low'' a standard of living.*’ If 
Mr. Goodenough is right, some measure of “ transfer protection ” 
should be retained. 

J. M. Keynes 

King's College, 

Cambridge, 



A NEW STUDY OF BRITISH FOREIGN INVESTMENTS 

Paut I 

My close association with the National Savings Movement is a 
sufficient explanation of my keen desire to arrive at some reliable 
statistics regarding any subject connected with the real savings 
of the nation. I Iiave made many attempts in this connection 
to i?ivestigato the savings put into new loans, but have always 
been balked by the fact that, though there were available certain 
statistics of the amount of capital which this country lends abroad 
each year, there appeared to be no reliable figures of the amounts 
which were repaid to investors by the operation of sinking funds 
and on maturity of loans either at liome or abroad. It is clear 
that sinking funds and maturity payments of our overseas invest- 
ments must be deducted when attempting to estimate our yearly 
investment in this form of security. In regard to domestic 
issues the situation differs in that we ourselves provide the funds 
required for these j)urposes. 

I therefore set out a year ago to try to make good what seemed 
to me to be a bad gap in our national statistics. This necessitated 
an inquiry into the amount of repayment in any one year of capital 
formerly lent both abroad anti at home, in order to astaulain 
the receipts from the operation of sinking funds and maturity 
repayments of loreign and domeslic loans. Owing to tht' very 
generous manner in whitdi some sixty banks and several hundreds 
of companies have placed mattuial at my dis])osal, I have ))een 
able to obtain what I believe to be, within the limits of the data 
available, statistics regarding these receipts. Apart from the 
effort of Sir G. Paish before the war to investigate our income 
from overseas investments, an attcmj)t of this nature does not 
seem to have been made? before. There were, therefore, lU) rules 
or i^reconceivcd procedure for carrying out the inquiry, and the 
present results are in the nature of ])ioneer results, and as such 
arc to be regarded as a first approximation to the facts. It is 
hoped, if co-operation can bo secured, to continue the investigation 
X)eriodicalIy, and to arrive at more accurate figures as better 
methods of conducting the inquiry arc devised with experience 
gained. 
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It was only natural that when once the inquiry was started 
it led to a rather wider consideration of the jiroblcm than Avas 
originally intended, and the figures which follow and the deduc- 
tions which are made from them cover this rather wider field, 
and will probably not escape criticism. 

In the first instance, T had intended all material that is included 
in the folloAving pages for my own personal use and that of the 
bankers and others who had so kindly helped me in my work, 
but since I spoke at the meeting of the City Savings Association, 
at the Mansion House in May 1928, where I referred to the 
provisional results of my investigations, T have received so many 
requests for complete details that I have decided to put the final 
figures in ])rint, so that they should be available for the gemu’al 
j)ublic. 

Ill collating these statistics I have had the advantage of the 
services of Mr. P. Holmes, B.Sc. (Kcon.), a former student of the 
London School of Economics. 

No doubt readers will find this report somewhat lengthy 
owing to the inclusion of the accumulation of additional material 
already mentioned. It seemed to me, however, that the full 
results of the work should be published, since they include in 
ready and collected form much which has up to now been scattered 
and much which is new. 

SrorE OF THE Inquiry 

The inquiry undertaken covered the receipts in England 
from the operation of sinking funds and maturity payments of 
foreign Government, KState and Municipal loans, and the capital 
arrangements of British coinjianies operating abroad and at 
home for specified j^ars, but did not include certain “ private ” 
receipts, inter alia those from private English companies operating 
abroad and from privati^ or individual investment by inhabitants 
of the British Isles in foreign stocks anil bonds. In brief, the 
statistics cover all the investments dealt with in the Stock 
Exchange Official Intelligence for 1020 with the following 
exceptions : 

Avierican llailway Slocka and Bonds. — These are excluded 
because the bulk of the holdings of British nationals were requisi- 
tioned by the British Treasuiy dining the w^ar to provide funds 
in America, and investigation has failed to disclose ain^ appreciable 
post-war investment by British nationals in these securities. 
Total war-time requisitions were estimated at £623,000,000, wdiich 
can be compared with an estimate made by Sir George Paish in 
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1907, that British nationals* investments in the American railway 
group totalled £000,000,000. 

Financial Trust Slocks, etc , — ^These arc excluded because their 
inclusion would lead to a double reckoning, as the operations of 
these companies usually take the form of investments either in 
the stocks and shares of British registered companies or in Govern- 
ment State or Municipal loans listed on the London Stock Ex- 
change, and the income and capital repayment from both these 
sources arc calculated separately for the borrowers concerned in 
this report. 

Of course this exclusion also means that the income derived 
by such companies from what has already been characterised as 
“ Private ’* investment abroad is not counted. In the case of 
financial trusts this may be appreciable, but owing to the impossi- 
bility of calculating separately the income from investments made 
in securities not listed on the Stock Exchange, exclusion was the 
only course open. It may also be noted that although subscrip- 
tions to the issues of such companies appear as new issues for 
home investment, in fact a considerable ])roportion is probably 
used for investment abroad. No reliable estimate of the sums 
so used is, however, available, and all that can be done is to bear 
this tendency in mind. Estimates tend to show that investment 
trusts invest practically two-thirds of th(‘ir funds in overseas 
investments. 


:\01)ITlONAL PuRrOSES OF INQUIRY 

It rapidly became evident that while information on sinking 
fund and maturity repayments w^as the piimarv purjiose of the 
inquiry, it would have to be accompanied by inquiries on other 
asi>ects of the subject, as. for example, the percentage of the 
various inve.stments listed in the Stock Exchange Ofiieial Intelli- 
gence owned by British nationals so as to determine the British, 
and from the view-jjoint of this inquiry the most important share 
in repayments by sinking funds or otherwise. Certain additional 
information has thus bccji obtained, the results of which have 
been included in the article. 


METJfOl) 

The method employed in collating the statistics w'as to 
request — 

1. The London banking agents of foreign Governments, 
States, Municipalities, etc. to supply the following information : 
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(a) The total amount outstanding of each loan for which they 

were the agent. 

(b) The total sinking fund or redemption payment made on 

each loan for the year 1 920. 

(c) The total interest paid on each loan during 192(), and 

(d) The proportion of the total interest paid tax free in respect 

of holdings by foreign nationals. 

The British and the foreign shares in redemption repayments 
either by the operation of sinking funds or by maturity repayments 
were taken to be in the same proportion as the interest payments. 

2. British companies operating abroad to give the following 
inform {ition : 

(a) The amount paid out by the company in capital redianp- 
tion during 1920, and 

(h) The proportion of this sum paid to persons resident in 
the United Kingdom. 


British and Forkign Holdings of Securities Listed on the 
London Stock Exchange 

Dividing tlic securities examined into groui)s, as is done in 
the Olfickil IntfUigcncc, and applying the information ol)taincd 
by these methods for 1920, the following table is obtained showing 
the proportion of the British holdings in the various groups of 
overseas investments : 


Table I 


Proportion hi 1920 of Brilish Holdings of Total Outstanding Loans 
or Baleeniabte Capital in the U ndennentioned Groups of 
Securities listed on the London Stork Exchange, 


Colonial and Trov. (lovts. 

• S2% 

Indian ami Co!. Corptns. . 

. 80 

Foreign (^or])oi*titions 

. S3 

Foreign Govornnionts 

. 75 

Indian Railways 

. 83 

Foreign Railways . 

. 86 

Rlys. in Brit. Tossns. 

. 84 

Banks and Diseounl Coys. 

. 41 

Canals and Docks . 

. 1)6 

Comm, and Industrial (l"or.) 

. OS 

Ditto (Br.) . 

. 09 

Electric Light 

. 04 


Financial and Land 

. 700' 

(ins .... 

. 00 

Iron, Coal and Stool 

. 48 

Minos .... 

. 82 

Nitrate .... 

. 90 

Oil .... 

. Oil 

Iviibbor .... 

. 03 

Shipping 
'IVa and C\)iTco 

. 00 

. 07 

Telegraphs and Tolophonos 

. 86 

Tramways and Omnibus . 

. 08 

Waterworks . 

. 90 


The results show an average British holding in all the securities 
examined of 79 per cent, for 1926. 
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Part II 

Besvlis 

Sinking Fund Receipts. — ^Tlie results of the investigations 
into receipts from repayments, taking the term to include pay- 
ments resulting from the operating of sinking funds and from 
maturities, are shown in the following tables, which give the 
actual receipts for 1020 from sinking funds and maturities, of 
securities listed on the London Stock Excliangc, with a division 
of the sums into the amount received by Bntish and by foreign 
holders of the securities. In the following tables “ British 
Sinking Fund ” means remittances to tliis country which go to 
swell the income of persons resident here, while the term “ Foreign 

Table JI 

Receipts front Sinking Fund and Maturity payments on Securities 
of Foreign Governments and Companies operating abroad, 
listed on the London Stock Exchange. 


(£ 1 , 000 .) 

1920. 



Jlritisli. 

Foreign 

Sinking 





Croup. 

Sinking 

F und and 

Redeem- 

Rato of 

Funds and 
Maturity 


Maturity 

able 

Rej>uv- 

Repay- 


Repay- 

Capital. 

incnt, 

inents. 


ment.s. 




(V)loTual and I’mv. Covts. 

0,221 

591,218 

10 

1,305 

Indian and Col. Coi [>tns. 

030 

82,202 

•s 

157 

Foreign C<jr[)oratijvis 

810 

32,810 

2-5 

100 

Foreign Goveriiinent.s 

6,2H7 

359,101 

IS 

2,095 

Indian Railway.s 

1,890 

91,745 

21 

387 

Foreign Railways . 

1,970 

230,‘t09 

•!) 

320 

Rlys. in Brit. I’cssns. 

900 

159,505 

•0 

172 

J^aiikn and Discount Coys. 

20 

4,009 

•0 

37 

Canals and 1 locks . 

130 

0,312 

2-0 

5 

Conirn. and Industrial (Ur.) 

r>oi 

22,044 

2 3 

4 

Ditto (For.) 

823 

74,122 

M 

388 

Kloctric Light and Power 

307 

8,974 

3-4 

20 

Financial and Lund 

892 

22,943 

3-9 

• 288 

Gas ..... 

157 

2,188 

7-2 

1 

Iron, Coal and Steel 

229 

30,570 

•7 

219 

Milica ..... 

i,y09 

7,480 

2.1-5 

4M 

Nitrate 

041 

8,044 

80 


Oil 

1,378 

7,789 

17-7 

02 

Rubber .... 

, 550 

0,120 

91 

40 

Sliipping .... 

40 

4,247 

•9 


Tea and Coffof^ 

115 

2,152 

5-3 

4 

Telegraphs and Tolophone.s 

121 

23,334 

•5 

20 

Tramways and Omnibuses 

410 

40,550 

10 

9 

Waterworks . I 

53 

7,805 

•7 

Total . . . . j 

27,010 

1,829,680 


6,203 
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Sinking Fund ” covers remittances to tliis country which may 
swell the income from Overseas if re-invested here but is remitted 
on account of securities listed here, but owned by persons resident 
abroad and therefore liable to be withdrawn. “ Redeemable 
Capital ” consists of the bonds of Governments and Munici- 
palities, etc., the debentures and redeemable preference shares of 
companies. 

Table III 


Heceipis from Sinking Fund and Malurlly Paxjmenls on Securities 
of Foreign Governments and Gom panics operating abroad, 
listed on the London Stock Exchange. 

(£1,000.) 

1027. 


Group. 

British. 

Foreign 
Sinking 
Funds and 
Maturity 
Repay- 
ments. 

Sinking 
Fnnd and 
Maturity 
Jie])ay- 
ment.s. 

Redeem - 
able 
Capital. 

Rato of 
Repay- 
ment, 

(;!oloiiial anti Prov. Govts, 

10,105 

020,445 

20 

3,3S3 

Indian and Col. Corptiis. 

047 

82,S5o 

•8 

150 

Foroign Corporations 

o:io 

39,470 

Mi 

164 

Foreign Govern meats 

6,810 

307,101 

1-9 

2,1S2 

Indian Raihvavs 

1,140 

89,352 

1*0 

289 

ForoigTi Railways . 

1,120 

229,830 

•5 

168 

Klys. in Brit . Bossns. 

21 

150,971 

•01 

4 

Banks and I)is(M>unt Govs, 

20 

4,043 

•0 

37 

Canals anti Doeks . 

130 

4,839 

2-7 

5 

Coinni. and Intiiistrial (Bi‘.) 

879 

22,532 

3-9 

9 

Ditto (For.) 

859 

71,31!) 

1-2 

393 

Fltiidrit* Light and Power 

398 

8,988 

4-4 

32 

Financial and Laiul . . | 

940 

23,745 

40 

273 

Gas ..... 

94 

1,988 

4-7 

l 

Iron, Coal and Steel 

170 

28.731 

61 

192 

Minos ..... 

707 

8,030 

8-8 

149 

Nitrate .... 

051 

7,273 

90 



Oil 

1,301 

8,108 

10-7 

69 

Rublx'r .... 

114 

0,043 

1*7 1 

8 

Shipping .... 

98 

4,082 

2-4 

— 

Tea anti (kd'iee 

31 

2,709 

M 

1 

Tolegrapli.s ar.tl 'rple])hones 

290 

23,235 

1-3 

48 

Tramways and Omnibusca 

410 

39,105 

10 

9 

Waterworks 

53 

7,942 

•7 

— 

Total .... 

34,008 

1,800,002 


7,572 


The 1927 figures of sinking fund receipts arc adjusted from 
those of 1920, the year of investigation, and are added for purposes 
of comparison. 

Taking the amounts of sinking fund and maturity receipts 
on account of persons resident here in 1926 for each group, it 
will be noticed that icceipts from the first four groups or Govern- 
ments, Municipalities, etc. contributed nearly one-half of the 
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whole, Colonial and Provincial Governments alone giving nearly 
one-quarter. In 1927, Governmental institutions provided about 
two-thirds and Colonial and Provincial Governments nearly one- 
half of the total. Most of the other groups, both in 1926 and 1927, 
show very little change in absolute amounts, so that the chief 
variable factor seems to be that of Colonial and Provincial Govern- 
ment receipts. The reason for this is that the principal part of 
the rcccij^ts from this group is composed of maturities of securities 
falling due for payment. As such maturities are naturally 
haphazard, compared with the operations of sinking funds, the 
total receipts from the groups are thus bound to be rather irregular 
from year to year. 

The annual rate of repayment in 192(5 shows considerable 
variation between 0*5 per cent, in Telegraphs and Teliq)hones 
and 25*5 per cent, in Mines. The higher rate in tlio Mining group 
is due to maturities in this group. In 192(>, of total reeei})ts on 
'British account of £1,909,000 for Mines, £1,4215,000 was ])aid as 
redemption at maturitv; and if tliis sum is deducted from the 
total receipts in that year, the rate of re])ayment falls to 6*5 j)er 
cent. Maturities seem usually to form a large part of the repay- 
ments in this group. 

The Financial and Land, Gas, and Kubber Company groii 2 )s 
also exhibit the same tendemey. 

The group of Foreign Stocks and Boi\ds may be taken as an 
example of a group where the bidk of the r(‘(reii)ts consist princi- 
pally of annual sinking fund payments, as the following table 
shows : 

Taule IV 

Receipts for BritUh Account from Rinklufj Fund jjaipucnt’S and 
Maturity Redemptions of forei(jn Stocks and Bonds only. 



(£1,000.) 

] 

J027. 

i l‘J28. 

MatiiriticH 

1 

73 

1 

linking Fund Kopa\ iihujIs 

r>,2«7 1 

6,713 

7,121 

Total . . . j 

0,200 j 

6, Sit; 

7,124 


Thus in this group maturiti(^R arc very small, as can be seen, 
and the bulk of r(‘ce4)ts com(.*.s from the operation of sinking 
funrls in contrast to the x>osition of receipts from all the groups 
combined. In the lattxT case, in the 1926 total of receipts for 
British account, maturities at £11,010,000 accounted for 40*8 per 
cent, of the total, and in 1927 at £17,227,000 for 50*7 per cent. 
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Sinking Fvnd Reccipls in Future . — By making an estimate of 
the future British share of receipts from the operation of sinking 
funds on recent overseas issues and adding to tliis the receipts 
from maturities on all existing loans, it is possible to construct a 
table which by including the annual repayments by the operation 
of sinking funds already calculated for 1927 will show an estimate 
of the future IJritish receipts on account of repayment of over- 
seas investments. This is done in Table V. There are certain 
limitations to the resultant estimate, since it cannot take account 
of any future loans issued between 1929 and 1931. On this point, 
however, it may be said that — 

(a) Any such loans will not mature before 1931, and so will 
not add to the heading “ Maturities.” 

(^) Annual receipts from sucli loans by the operation of 
cumulative sinking funds will be small in the first years 
of the loans. 

Finally, it should bo noted that the sum allocated under 
“Annuel Itopayments already calculated” is the estimate 
carried forward for li)27, and does not allow for falling off in the 
amount due to loans being finally redeemed bclw’een 192S and 
1931, nor for the automatic increase in sinking fund receipts where 
an accumulative Sinking Fund is in operation due to interest 
savings. To some extent, however, these two factors tend to 
neutralise one another. 


Table V 
(£ 1 , 000 .) 



1928. 

1929. 

19:30. 

1931. 

MaturitioH ..... 

New Annual Ui'j)iiyincTits , 

Animal K«.*pjiyn\eiits already ealcnlatcd 

' 5,20S 

M70 
16,781 

.Hi, .369 
2,054 
16,781 

8,221 

2,176 

1 16,781 

19,373 

2,233 

16,781 

Total 

2:1,469 

66,204 

27,178 

j 38.387 


The large amount due in 1929 comes mainly from Colonial 
Government maturities, and in 1931 from Government maturities. 

Howe Sinking Fund Recei pi The figures so far examined 
relate to the capital operations of foreign Governments, etc., and 
companies operating abroad. It is now necessary to obtain 
similar results for companies operating at home. Below are 
given statistics based on information provided by British com- 
panies operating at home. From the point of view of the National 
Income these receipts are, of course, not in the same category as 
receipts on overseas investments, but they do constitute, as do 
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allocations to reserves, moneys which tend to be reinvested and 
can thus be considered as a specialised source of savings. 

Table VI 

Receipts from the Operation of Sinking Funds and Maturities of 
Domestic Issues and of British Companies operating at Home. 

(£ 1 , 000 .) 

11 ) 20 . 


Group. 


Coq^ortitioii ninl County 
Public Boards 
Railways 
Breweries 

Canals and Dorks . 
Coriiinercial and Industrial 
Kloctrio Light and Power 
Gas .... 
Insuraneo 

Iron, Coal and Steel 
Shipping 

Tramways and Ornnihus 
Waterworks . 



Foreign 
Sinking 
Funds and 
Maturity 
He pay- 
ments. 

lU 

21 

4 

32 

11.1 

22 

^3 

4 

PJ 

\) 

C 


Total 


11,010 


Table Vll 

Receipts from the Operation of Sinking Funds and Maturities of 
Domestic Issues and of British Companies operating at Home, 

(£ 1 , 000 ,) 

1027. 


Grouj). 


CorpiU'ation and County 
Pvihlie Boards 
Railways 
Breweries 

Canals nnd Dorks , 
Cofninerrial and In<hi.s(i‘irii 
I'iloctric Light and Power 
Gas .... 
Insuranco 

Iron, (yoal and Stool 
iS}iij>})ing 

MVainways and Omnibus 
Watorw'ork.s 


British 

Sinking | 

Fund and Rederm- Rate of 

Maturity able Jh;pjiy- 
Repay. Cajatiil. luvnt, V,,- 

nionts. 

5,0 U 31.7, r>70 1-.7 

377 113,2«<) '3 

28.1,031) 

.179 ()2,90(i •!) 

10 2, THU 0 

IJTJ 1.11,451 M 

442 32,740 1-3 

242 0,052 4 0 

122 11,203 M 

703 07,007 M 

473 48,970 1 0 

173 12,030 1-4 

— 2,900 — 

1,142,127 


Foreign 
Sinking 
Funds and 
Maturity 
Repay, 
ments. 

150 

11 

18 

48 

12 
6 
3 

24 

15 

0 


Total 


9,903 


299 
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To these receipts there must be added the sinking fund applied 
annually to the redemption of British funds, etc. Owing to 
abnormal conditions in 1920 the figures to be added for that year 
would not give a fair result. In 1 927 £65,000,000 was budgeted for 
sinking fund, so thcat the total repayment receipts on account 
of British-owned capital invested at home may be put around 
£75,000,000, to wliich falls to be added the items given in the 
Finance Accounts of the United Kingdom 1927-28 for reduction 
of National Debt such as “ Suez Canal Drawn Bonds,” “War 
Advances Repay ments,” etc., making a total figure around 
£80,000,000 less £5,000,000 paid to U.S.A. in reduction of our debt. 

The figures given below show how much the sinking fund 
receipts on British account from domestic investment may be 
expected to amount to during 1928 to 1931, leaving out receipts 
on account of British funds, etc. 


Table VllI 
(£1,000.) 



1928. ] 

1929. 

1920. 

1U3I. 

Maturitioa ..... 

».35i) 

12,820 

4,750 

5,329 

Annual Ropayrnonta 

:ui 

852 

1,189 

1,474 

Annual Kopaymonts from 1927 ^ . 

5,S48 1 

5,848 

5,848 j 

5,848 

Total j 

9,529 

! 19,530 

11,792 

12,058 


^ Subject to Humo qualificatioiwas for ostiiiiato of futuro rocoipta from over- 
seas loans, cl(^ {q.v.). 


Total Oversea.'^ (Japital hivestmenls and Intereist lieceipis 
thereon. — The results obtained regarding interest receipts in 
1920 from overseas investments arc tabulated below. They are, 
of course, not repayments of capital as are sinking fund and 
maturity receipts, but the position in regard to them is that they 
do increase arlcris paribus the yearly national income and thus 
enhance the possibilities of savings. From the main point of 
investigation they are not of first iinportaiicc, but are added 
merely for information. 

Tables IX and X given below show the nominal British-owned 
portion of loans and paid-up capital invested abroad, and the 
amount paid as interest thereon for the years 1920 and 1927. 

Net Income . — The figures of income in Tables IX and X are 
all gross figures, and corrections must be made for the various 
intergovernmental payments on account of interest on loans, 
reparations, etc., together with the interest payable on foreign- 
owned investments in the United Kingdom. 

From a study of the Finance Accounts of the United Kingdom 
No. 153.— VOL. XXXTX. c 
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Table IX 


Gross Incotne from British-owned Capital Invested Abroad, 

(£1,000.) 

1926. 


Group. 


Income. 

Nominal 
Amount of 
Loan & Share 
Capital. 

Rato %. 

Colonial nncl Prov. Govts. 


31,561 

694,248 

5-3 

Indian and Col. Corptns. . 


4,793 

82.262 

6-8 

Foreign Corporations 


1,539 

32,816 

4-7 

Foreign Stoi-ks anil Bonds. 


16,998 

359,101 

4-4 

Indian Railways 


7,271 

116,444 

6-2 

Rlvs. in Brit. Possns. 


15,103 

276,201 

5-5 

Foreign Railways 


24,320 

483,999 

60 

Banks and Discount Cos. . 


16.796 

143,609 

no 

Canals and Docks 


651 

20,160 

3-2 

Commercial and Indastrial (T'or.) 


30,328 

340,118 

8-9 

Ditto. (Br.) .... 


6.3 13 

92,971 

6-8 

Electric Lighting and Po\v(3r 


21,572 

294,934 

7-3 

Financial and Land . 


8,359 

110,108 

7-6 

Gas ..... 


776 

25,015 

3 1 

Iron, Coal and Steel 


7,845 

134.427 

5*8 

Minos ..... 


12,985 

118,517 

11 0 

Nitrate ..... 


1,696 

18,171 

9-3 

Oil 


30,619 

222,386 

16-5 

Rubber ..... 


31,988 

156,827 

20-4 

Shipping .... 


692 

21,288 

3-3 

Tea and Coffee 


7,601 

36,162 

210 

Telegraphs and Telephone.s 
Tramways and Omnibus . 

• I 

7,147 

91,844 

7-8 

. 

6,800 

105,964 

5-0 

Waterworks .... 

. 1 

1 

I,4f)8 

18,525 

7-6 

Total .... 

•1 

298,191 j 

3,896,157 



for 1927-2S it appears that on the first item there wouhl be a credit 
balance, including rcparation.s of about £5, 000, ()()() for 11)27. An 
estimate of interest on foreign-owned investments in the United 
Kingdom for 1927, made l)y apjdying the percentages of foreign 
holdings already obtained to the figures eoneerned, would put 
this item at about £14,000,000. 

On balance, therefore, there is a net debit to be taken from 
the gross income figures of between £8,000,000 and £10,000,000, 
leaving a result for net income from this category of overseas 
investment of between £289,000,000 and £291,000,000 for 1927. 

This figure, of course, is even then not final, since it cannot 
allow fur such factors, not susceptible to estimate, as wter alia the 
earnings of foreign balances in the London market, the profits of 
foreign comjianics operating factories in England, and balances 
held by British banks abroad, together with their short loans 
abroad. Moreover, it does not, of course, represent the net 
income of the country, for a calculation of which banking com- 
missions and earnings of our shipping would have to be taken 
into account among other items. 
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Table X 

Gross Incoum from British-owned Capital Invested Abroad. 

(£1,000.) 

1927. 




Nominal 


Group. 

Income. 

Amount of 
Loan & Share 

Bate 



Capital. 


Colonial and Prov. Govts. 

32,88S 

620,445 

6*3 

Indian and Col. Corptns, . 

4,80.^> 

82,855 

6-8 

Foreign Corporations 

1,885 

39,476 

4-8 

Foreign Storks and Bonds. 

16,155 

367,161 

4-4 

Indian Rnilwa 3 ’s 

7,102 

1 14.554 

6-2 

Rlys. in Brit. Possns. 

14,871 

275,389 

5*4 

Foreign Kail way. s 

23,992 

489,642 

4-9 

Banks and Discount Cos. 

16,785 

143,583 

110 

Canals and Docks 

641 

16,130 

40 

Commercial and Industrial (For 

.30,105 

339,617 

8-9 

Ditto (Br.) . 

7,253 

97,968 

7-4 

Electric Ligliting and Power 

23,904 

299,627 

80 

Financial and Land . 

8,970 

118,727 

7-6 

Gas .... 

745 

24,858 

3 0 

Iron, Coal and Steel 

6,695 

130,598 

5 0 

Mines .... 

11,932 

127,471 

9-4 

Nitrate .... 

1,262 

16,630 

7-6 

Oil .... 

35,739 

30,960 

233,374 

15-3 

Rubber .... 

170,353 

18-2 

Shipping 

752 

21,488 

36 

Tea and Coffoo 

0,642 

46,918 

92,943 

210 

Tolegraplis and Tolojrhono 
Trarnwaj'fl and Omnibu.«i 

7,156 

7-7 

4,424 

102,909 

4-3 

Watorw'orks .... 

1,420 

18,472 

7'7 

Total 

209,161 

3,990,088 



Distribution of Overseas Capital Investments. — ^Froni Tables IX 
and X it appears that over one-quarter of our capital invested 
abroad is in the form of loans to Governments and Corporations 
as distinguished from shareholdings in and loans to industrial 
undertakings. Only about one-sixth of our total income, how- 
ever, is derived from this quarter. Of this proportion roughly 
63 per cent, is invested in the Dominions and Colonies, which is a 
reflection of the influence of the Trustee Act. Loans to Colonial 
Governments of course are used mainly for reproductive pur- 
poses and augment the demand for capital goods from this 
country, while it is certain that even without the Trustee Act 
there would have been large investments in the Colonies. The 
results shown, however, raise the question whether the Trustee 
Act has not given an undue impetus to the export of capital, thus 
making it dearer for home industries to borrow. 

Bate of Bemuneration of Overseas Capital Investments. — From 
Tables IX and X it is seen that Government, Municipal and Rail- 
way investments account for roughly one-half of our capital 
and yield about one-third of our income. 
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Table XI 

British Capital invested in Indian, Colonial and Foreign Loans 
and Companies and the Income derived therefrom in 1907-8. 
(£ 1 , 000 .) 



Income. 

Capital. 

Rato of 
Interest, %. 

Indian Government Loans 

6,017 

156,369 

3-21 

Colonial and Prov. Govts. 

13,933 

376,190 

3-71 

Foreign Govt. Loans 

8,338 

167,000 

4-75 

Colonial and Foreign Municipalities. 

2.650 

68,901 

4*6 

Indian Railways .... 

4,774 

123,341 

3-87 

Colonial Railways 

7,698 

188,950 

40 

American Railwa3'S 

27.000 

600,000 

4*5 

Foreign Railways .... 

13,467 

286,700 

4-7 

Banks ...... 

7,353 

54,101 

13-6 

Broworioa ..... 

732 

17,206 

4-2 

Canals and Docks .... 

1,174 

6,974 

19-6 

Commercial and Industrial 

4,863 

77,610 

6-3 

Electric Light .... 

321 

7,686 

4 2 

Financial and Land 

6,233 

187,027 

3-3 

Gas ...... 

1,194 

16,419 

7-3 

Mines ; Iron and Coal . 

505 

12,956 

3-9 

Copper .... 

6,074 

38,525 

13 2 

Diamonds 

4,468 

14,646 

30-5 

Gold .... 

14,947 

161,178 

9-3 

Silver .... 

843 

10,513 

8-0 

Tin .... 

308 

6,568 

5*5 

Nitrate ..... 

1,637 

10,903 

150 

Oil 

642 

14,268 

4-5 

Rubber ..... 

446 

6,433 

8-2 

^I’ea and Cofteo .... 

1.794 

21,399 

8*4 

Telegraphs and Tolophoiios 

2,233 

34,235 

6*5 

Tramways ..... 

1,809 

36,289 

61 

Waterworks .... 

438 

6,352 

6-9 

Total 

139,791 

2,693,738 

5-2 


Comparing 1920 with 1927, it will be noticed that our capital 
invested overseas increased by about £94 million, whilst the 
income from the investments only increased by approximately 
£1 million. This was due to a falling oil in the income from 
the Oil and Rubber groups of investments, and in part probably 
to the fact that the new capital invested had not become fully 
productive. 

Sir G. PaisWs Esiimale of Oversms Investment ami Income 
therefrom, — Table XI reproduces an estimate made by Sir George 
Paish in 1907 of our Overseas Investments. A later estimate 
was made in 1911, in which the capital invested overseas was 
placed at £3,500 million, and the income therefrom between £175 
and £190 million, but since the figures are not in a convenient 
form, the earlier estimate has been used. 

This and the present estimates are not on comparable bases 
owing to differences in methods employed, but, bearing this 
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in mind and allowing for changes in the value of money according 
to the Statist Index of Wholesale Prices, the 1927 figure of 
capital invested overseas is less than that of 1907 at 1927 values 
by roughly £118,000,000, and is still smaller when compared with 
the 1914 figure, which was estimated in the Board of Trade Journal 
in March 1923 at £4,000 million at 1914 prices. The 1927 figure 
of gross income received is, however, larger than that of 1907 in 
terms of 1927 values by roughly £86,000,000. 

Changes in Direction of Overseas Investment . — In the 1907 
estimate the capital invested in Governments and Municipalities 
is nearer one-quarter than onc-third of the whole, and the income 
is a little less than one-quarter. The Government, ^lumcii)ality 
and Railway groups provided in 1907 about three-quarters of the 
whole of our capital and nearly two-thirds of our income, as com- 
pared with one-half of the capital and one-third of the income in 
1927. Overseas investments since 1907, therefore, have apparently 
changed their constitution and have a larger proportion of 
i ndustrial i nvest ments . 

The figures of the two estimates show changes in the earnings 
of our investments during the last twenty years. The Oil and 
Rubber groups, for example, show an increased earning on their 
capital from 4*5 per cent, and 8*2 ]>er cent, respectively to 15*3 per 
cent, and 18*2 per cent., although 1927 was an exeejitional year 
f(jr oil companies. Electric Light capital earnings rose from 
4*2 per cent, to 8 per cent., but, on the other hand, capital in 
Canals and Docks shows a decline in earnings from 19*6 per cent, 
to 4-0 ]>er cent., and in Nitrate companies from lo per cent, to 
7-6 per cent., due probably to the rise of the synthetic industry. 

Conclusions 

It now becomes nece.ssarv to attempt to arrive at some con- 
clusion regarding the adequacy of that part of the nation's new 
annual savings expressed in the figures of new capital issues for 
each year. 

For this purpose the receipts from the operation of sinking 
funds and maturity repayments on our overseas investments may 
bo regarded as repayments of capital assisting subscription to 
such issues without effort on our part, or in other words may 
be looked upon as automatic ” savings. The corresponding 
position of domestic receipts of a similar character is that they 
arc a definite form of collective savings, and the excess of new 
issues over both such figures can alone be regarded in this part 
of the nation’s savings as the result of individual desire to save. 

^<^ 300 . 
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One method of judging the adequacy of this branch of saving 
is to compare the individual saving, as already defined, in the 
years investigated with the corresponding figure before the war. 
Owing to the absence of the necessary data regarding repayments 
before the war, certain assumptions are necessary for such a 
comparison. These are : 

1. That the rate of repayment of capital invested overseas 

was the same before the war as it has been ascertained 
to be by the present investigation for 1926 and 1927. 

2. That foreign subscriptions to new issues before the war may 

be taken to be in the same proportion to total subscrip- 
tions as the present-day figures. Tlie present percentage 
of foreign subscriptions has beeji ascertained from 
issuing houses and leaves out of account applications 
made by residents here on behalf of foreign clients which 
cannot be estimated. The omission, however, does not 
affect the general argument. 

On these assumptions a figure of receipts from tlu^ operations 
of sinking funds in 1913 is obtained, showing that such pay- 
ments from overseas on British account may be taken at about 
£1 1,000,000, while tlie foreign subscriptions to now capital issues for 
overseas may be put at £3,000,000 for 1913 and £2,300,000 for 1927. 

The individual saving in this branch of savings may then be cal- 
culated, in accordance with the definition already given, as follows : 

(£ 1 , 000 .) 



19 1». 

1927. 

Total capital issues ' : Homo 

£50,709 

£l()4„32l 

Overseas 

197,528 

152,991 


218,237 

317,312 


Deduct money “ autoniaticHlIy ” 
available for subscription : 

1. Foreign subscriptions to now 


o\'ordoas i.ssuos 

£3,000 

£2,:i00 

2. Sinking Funds : 

(n) Government - . 

7,6()0 

65,000 

(6) Domestic 

3,5<)0 

5.850 

(r) Overseas Capital 

(British [wrtion) . 

Il.OW) 

25,100 

17,000 

- 1)0,160 

New ” money suVjscribcd . 

£223,137 

£227,162 

^ Taken from Statist Jubilee No. 

1928, wlicro com 

parable figures for both 


years are given which exclude refunding oiioralions, etc. 

2 Included and considrro<l os a coUectivo saving from taxation Oft distinct 
from individual saving. It is recogni.sc<l that not ncrossarily all these sums wont 
to British nationals as thoro was probably aoim? foreign liolding. Thore arc no data 
available regarding this porcentnge, however, and the only course is to work on the 
figures taken. 
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These figures take no account of British subscriptions to 
foreign issues owing to the impossibility of obtaining a reliable 
estimate of such investment. 

The resultant figures of “ new ” money invested are not com- 
parable owing to changes in the price level. Adjusting according 
to the Statist index-number of wholesale prices the revised figures 
at 1927 values arc : 

1913 £.320,270,000 

1927 227,162,000 

We were thus saving about £93 millionrs less in 1927 at 1927 
values than in 1913 in this particular individual part of our saving. 
It is not my purpose to comment here on the reasons for this 
result, but merely to point out the fact that we are individually 
making available for investment at 1927 values only slightly over 
two-thirds of the amount we should to maintain the 1913 rate. 

Moreover, if the overseas investment jiosition alone is taken 
after deducting sinking fund receipts from the figures of new 
issues, cxeluding refunding operations, the figures work out 
as follows : 


1013 (at 1027 values) . . .£263,400,000 

1027 133,700,000 

In other words, on the overseas investment 2 )osition in terms 
of lt)27 values we arc iiidividuall}" providing only about half of 
what we did in 1913. More accurate comparison than this is not 
possible owing to the fact that the various figures arc not on 
exactly comparable bases and could not be so established without 
inordinate difliculty, but the general result is sullicient and errors 
in the estimates would not upset it. 

It is realised, of course, that other forms of savings at home, 
such as hou.sing, roads, savings certificates, etc., have increased 
since before the war, but, as the Colwvn Committee pointed out, 
on balance there has been a decided falling oil in the volume of 
savings, while the possible effects of tlio falling olf of the amount 
of now money invested overseas on our trade will be evident to 
anyone. 

Finally, one has to allow for changes in population and national 
income in relation to savings. The per capita figures of “ new ” 
money for investment in the securities dealt with in this article 
at home and abroad in terms of 1927 values are : 

1913 £7-5 

1627 5-0 
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while Professor Bowley and Sir Josiah Stamp have estimated that 
even in 1924 there had been no diminution in our national income. 
These considerations enforce still further the moral to be drawn 
from the figures and facts just quoted. 

I wish to reiterate that this article attempts to deal with a 
particular type of saving and investment only, and is limited to 
those stocks and shares which arc dealt with in the Stock Exchange 
Official Intelligence. 


Kobert Kindersley 



THE ECONOMIC EFFECTS OF VARIATIONS OF HOURS 
OF LABOUR! 

I 

The number of hours <1 man works is not a matter which is 
determined indepcnd(‘ntly of other eircumstanci‘s. It depends 
partly on liabit, partly on tcelinical or legal necessity, partly 
on the relative pulls of product, production and leisure, and 
these in turn are partly dependent on it. To exhibit the form 
of this dependence under the complex conditions of industrial 
civilisation is one of the chief problems of the analysis of economic 
equilibrium, ])ut it is not a problem with which I wish to deal in 
this paper. My object here is of rather a clifTerent order. 
Assuming that a variation of hours takes place, I wish to inquire 
what other changes we should expect to bo associated with 
it. For the purposes of this analysis, that is to say, the change 
in the length of the working day is to be regarded as the inde- 
pendent variable. What I discuss is not what causes bring it 
about, but what consequences follow from it. From a philo- 
sophical point of view', no doubt, this procedure is more arbitrary 
than i\m analysis of the conditions of equilibrium, but from the 
point of view of social policy it has much to recommend it. The 
practical problem which we have to decide at any given moment 
is the problem whether our ])rcsent distribution of time between 
work and kdsiire is satisfactory; and although the final solution, 
involving as it does an appeal to subjective standards of worth, is 
outside the scope of scientific inquiry, yet a precise knowledge 
of the objective consequences of any variation is of material 
iissistancc in arriving at a solution. Our valuations are only 
valid by accident if they are not based on a knowledge of fact. 
What I have to say is not new. The materials for a solution of 
this problem are to be found in all reputable handbooks of 
economic principles ; but they are not often deliberately collated 
with this particular object in view, and in popular discussion they 

* A Paper road before Section F of the Britisli Association af Glasgow, 
September, 1928. 

• The mutter is dealt with in Sir Sydney Chapman's article on Hours 
of Labour ” in this Journal, for September 1909. 



26 THE ECONOMIC JOURNAL [MARCH 

are apt to be ignored. In view, therefore, of the practical urgency 
of clear thinking on these matters, it has seemed to me to be worth 
while, even at the risk of repeating things which arc familiar, 
attempting to combine them in one general survey. 

II 

I turn first to the connection between hours and output — at 
once the most simple and the most fundamental of the relations 
we have to examine. 

Here fortunately it is possible to be brief. The days are gone 
when it was nccessarj' to combat the naive assumption that 
the connection between hours and output is one of direct variation, 
that it is necessarily true that a lengthening of the working day 
increases output and a curtailment diminishes it. Systematic 
study of the conditions of efiieiency has abundantly vindicated 
the view, which after all is not very sophisticated, that, if we 
wish to maximise daily output, just as it is possible to work too 
little, so it is also possible to w'ork too much. Of course it is tnie 
that if wc start from the beginning of any given job and measure 
onwards throughout a single day, so long as we continue to work at 
all without spoiling what we are doing, we add something to the 
product. But to argue from this to the conclusion that the longer 
the average working day, the greater the average daily output, is 
completely to beg the question at issue. For the human frame is 
not inexhaustible, and the greater part of the work of the world 
must be done from day to day and not accomplished in isolated 
spurts. And this means that if a man continually works beyond a 
certain point, the intensity of his work will be reduced to such an 
extent that the gain in longer hours will be more than offset by 
the loss in hourly output, so that if he had worked less his average 
output would have been greater.^ This is true of all continuous 
occupations. A great number of observations have proced it to 
be true for many kinds of manual labour,^ and although in the 
case of mental work of any complexity quantitative measurement 
is out of the question, then? can be no doubt that in a broad way it 
is true here likewise. We all know the hacks who arc always dull 
because they arc always overworking. 

^ For convenience of expo.sition, tho fthove argument lias boon stated in 
forms of days and hours, but of eourrio tbor(» is no wpteial sanctity about those 
poriodH, and it is not ditUoult to Ktato tho tlicory in torrn.s wliirli aro of greater 
generality. 

* See Sargant Florence, Ecommica of FiUigue and Unrent, for an oxccliont 
account of this matter. 
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If, therefore, we are to predict the effect of a given variation 
in hours wc must conceive of it in relation to a working day of 
maximum productiveness. This day, of course, will vary from 
man to man and from industry to industry. It will vary in the 
same industry with variations of technique, distribution of hours 
within the day and over longer periods, and general working 
conditions. It will vary, too — and this is a point which has not 
been sufficiently emphasised — with the length of time over which 
the maximisation of output is contemplated. A length of day 
that would maximise output for a month or a year would not 
necessarily bring it to a maximum if a period of many years was 
contemplated. A length of da^^ that maximised output during 
a short war would not necessarily maximise it during a long 
peace. But if we bear in mind the essential relativity of the 
conception, wc may legitimately speak of a point (or points) of 
maximum productiveness in connection with a given variation. 
So long as the variation is towards this point, output will be 
increased; so long as it is away from it, it will bo diminislied. 
That is, output will be increased if a working day longer than the 
day of maximum productiveness is shortened, or if a day sliorter 
than the day of maximum productiveness is lengtJiened. It w ill 
l)e diminished by converse variations. How' much it will be 
increased or diminished wdll depend on the extent of the change 
and the rates at which ])roductiveness falls away on either side of 
the maximum — a matter which again will vary with varjdng 
circumstances. 

One w^arning only is needed in this connection. ( Jeneralisations 
of the sort I have been making — of the sort I shall be making 
throughout this paper — are only statements of tendencies. Tliey 
are only statements of w hat will happen if other things ixmiain the 
same. And this means tliat, if other things are not equal, such 
statements cannot be refuted by a mere a})j)eal to facts, nor can 
they necessarily be proved by facts wliieJi tippvLir to support tliem. 
During the nineteenth century, for instance, the average duration 
of the working day w'as considerably curtailed. At the same time 
there was a fairly continuous inca'ase in output, and from this it 
is sometimes argued that the length of day actually worked at 
the outset was beyond the point of maximum protluetiveness. 
No deduction could bo nioi’c illegitimate. A general increase 
in productivity may make the yield to a shorter day after the 
change greater than the yield of longer day before, even if 
without the reduction output would have been still greater — 
and of course during the ninetccntli century productivity in 



28 


THE ECONOMIC JOURNAL 


[march 


general was increasing. Other considerations may lead us to 
believe that hours of labour were excessively long during the 
earlier part of this period, but from crude statistics of changes in 
output it is as illegitimate to argue that the curtailment of the 
working day was the cause of the increase, as that, if the day had 
not been reduced, productivity would have increased still faster. 

III 

That is all I have to say at present on variations of hours 
and output. I now proceed to deal with the opposite aspect of 
the matter, the relation between hours and incomes — a subtler 
connection demanding greater delicacy of treatment. 

So far as men consume the prodiu^t of their own labour, of 
course, income and output arc identical. Robinson Crusoe living 
alone on his island lives exclusively on the product of liis labour. 
So does human society conceived as a whole. External cir- 
cumstances being given, what is got in the form of produce depends 
on what is given in the form of efEort. In both cases, therefore, 
there is nothing to add to the siin2)lo generalisations whicli have 
been made already. 

But when we come to consider not individuals working on 
their own or society conceived as an aggix‘gate, but individuals 
and groups of individuals w'orking within society and exchanging 
their products for the products of other individuals and groups 
of individuals, matters are not so simple. For in such circum- 
stances wliat men w^ork for is not their own out2)ut but tlie powder 
to acquire by wiiy of exchange little bits of other ]K*ople\s output. 
That is to say, what they wnrkfor is not their own output but the 
value of their output. Thus wo have to examine, not only the 
effect of variations of hours on output, but also the eff(*ct of such 
variations of output on the income available from its dis])osal, and 
on the incomes of those who purchase it. To do this it will be 
convenient to proceed by stages. First, wc may inquire as to 
variations on the part of single individuals, then as to variations 
on the part of single industries, then as to variations on the part 
of a whole society, and finally as to variations on the part of 
geographical groups or nations.” 

IV 

I turn first to variations on the part of single individuals. 

This is the simplest case and need not detain us long. The 
fact of exchange introduces no important complications. The 
income of society (which, as wo have just seen, is its output) wdll 
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obviously fluctuate with individual output, and in the great 
majority of cases so will individual income. For so far as the 
great majority of people arc concerned, the value per unit of the 
work they do is a fixed fact which is unaffected by variations in 
their individual output. The total work they do is only a tiny 
fraction of the total supply of the work they are supplying. The 
effects on value per unit of fractional variations of this tiny 
fraction, therefore, are so small that they may be disregarded. 
In a small minority of cases this might not be so — there are 
certain British etchers, who, I am told, maintain the value of 
their work by limiting its quantity — in these cases what I shall be 
saying about group variation will bo applicable. But in most 
markets individual income will tend to fluctuate with quantitative 
variations in individual work. It is obvious that it must be so in 
the case of independent producers. It is no less clear in the case 
of contract wages paid on a piece-w^ork basis. In the case of 
wages paid on a time-rate basis and w^eckly, monthly and yearly 
salaries, disparities may arise, but except where economic friction 
is very great, they arc not likely to persist. 

V 

I turn next to variations on the part of all the producers 
engaged in any one line of industry, a question looming larger in 
public discussions of industrial policy. Suppose all the producers 
of, say, coal decide to vary their working da}^ what results are 
to be expected ? 

Here matters become more complicated. As before, we may 
expect the income of society to fluctuate hi the same direction 
as output, but in the absence of further knowledge wdth regard to 
the disposition of other members of society and the technical 
conditions of production, w-c are no longer justified in predicting 
the same of the incomes of the producers in question. For now, 
by hypothesis, the total volume of supply is fluctuating appreci- 
ably, and therefore value per unit must be affected — and, of 
course, must be affected inversely. But until we know how it is 
affected — at what rate it falls for an increase of supply or rises for a 
diminution — wc cannot say how the incomes of the producers in 
question are going to fluctuate : 9,000 units at lOrf. (90,000rf.) 
are worth more than 8,000 units at Ik/. (88,000d.), but 9,000 units 
at 6d. (54,000d.) are worth eousiAerably less. 

It is in tackling problems of this sort that we become conscious 
of the immense debt that we owe to the Marshallian analysis of 
demand. For, armed with the concept of elasticity, we can assert 
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quite simply that, in the circumstances wo are discussing, if the 
elasticity of demand is greater than unity — in non-technical terms 
if the change in amount demanded is more than proportionate to 
the change in price — ^incomes will vary directly with output ; if 
it is less, they will vary inversely. It is important, of course, to 
distinguish between elasticity of demand for the ultimate product 
and elasticity of demand for the labour that helps to produce it. 
In cases of simple production with free or low-priced raw materials 
and no complicated organisation or capital equipment, the 
divergence betwwn the two may not be considerable. But if 
expensive raw materials and extensive capital equipment are 
involved, the divergence may be very important. The elasticity 
of demand for the product will, of course, bo one of the factors 
governing the conditions of demand for labour. But so will the 
W'ay the prices of the oilier factors employed react to changes in 
the scale of output, and the technical possibilities of vaiyiiig the 
proportions in wdiich they co-operate. Overhead costs may be 
increased or diminished, raw' inaleriaLs may become more or less 
expensive, different technical combinations may become more 
expedient, and so on. It would be possible to spend much time 
unravelling the subtleties of these relations;^ but in the last 
resort, here, as in the simple breakfast-table (^xamjiles of the 
elementary text-books, w'c may imagine a scale of jirices at W'hich 
given quantities of w'ork will be taken, and the rate at which 
this change will be all-important in determining the outcome for 
the wage-earners of any given variation of hours of labour. 

Now if wage-rates are freely adjustable and the markid for 
labour is reasoraldy competitive, that is the end of the matter. 
Witge-oarners W'hose labour is in relatively ('lastic demand will 
increase their income by increasing their outjiut, and diminish 
their income by diminishing their output. Wage-eanu;rs W'hose 
labour is in relatively inelastic demand will incn*ase their income 
by curtailing output, and diminish their income by increasing 
output. So Jong as the grouj) remains intact — I sliall return to this 
assumption later — and no elianges in tlie technique of production 
take place, the effects of variation here exhaust tlumisclves in 
variation of incomes. i ^ i) 0 C • 

But und(;r mod(?ni conditions matters are not quite so simple, 
even if we do not waive the hypothesis of immobility. For w^age- 
rates seldom have the eom])lete flexibility postulated by these 
generalisations. Katlier they are u.sually fixed in advance by 

» Cp. Marsliall, Principlvjt (8Ui Kd.), NoU?8 XIV and XV of tlio Mathematical 
Appendix and Chapter VI, Hook V. 
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the same apparatus of collective bargaining which is responsible 
for the regulation of hours. And this means that, until the con- 
tract is revised, wages themselves are rigid. By fixing the rate 
and fixing the length of the working day the daily wage is itself 
predetermined.^ 

But this does not mean that the conditions of demand lose 
their governing importance. The general disposition of the 
market to buy, as exhibited in the demand schedules we have been 
discussing, does not change when the price prevailing ceases to be 
flexible. All that happens is that the effects of variations of 
supply exhibit themselves in a different fashion. Instead of the 
price accommodating itself to the given supply so that the actual 
quantity demanded clears tlie market, the amount demanded 
accommodates itself to the price that is fixed. If this happens to 
be the price that will clear the market, then all is as if wage-rates 
had been flexible. If it is less, then unusual profits are made 
until more labourers are drawn into employment. If it is more, 
then some labour is not purchased, and, since hours are fixed, this 
means that some labourers wdll be thrown out of employment, or 
at any rate that there will be unemployment in that industry. 
It is surprising indeed tliat this should not be more universally 
recognised, for of course it is only a simple application of the 
general theory of monopoly. We all know' that if the proprietor 
of a patent medicine decides to increase his supply, if he does not 
successfully readjust his price to the prevailing conditions of 
demand he is liable to be left with unsold bottles. It is time that 
we realised that in this respect the market for labour is not 
dissimilar from the market for patent medicines. 

Given the variation in supply then, everything is still ultimately 
dependent upon the conditions of demand. We may, thei'cfore, 
formulati^ the following generalisation. For every wage-rate that 
can be fixed there is an elasticity of demand for labour that will just 
maintain employment constant for a given variation in supply of 
labour. If the actual elasticity is givatcr tlian this, then an 
increase in the work offered will increase employment, and a 
decrease diminish it. If it is less, then the converse result is to 
be expected. 

We may illustrate this by tw'O cases of great practical 
significance. Let us assume that the w'orkers in a given industry 
have agreed to lengthen their w'orkiiig day, such a lengthening 

^ It is assumed, of course, that, in the case of work roinuiicratoil on a piece- 
wage basis, the intensity of W'ork only sidTors tlie eonetvjiiential changes discussed 
already. 
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being accompanied by an increase in daily output. Let us assume 
further that, being willing to submit to a downward revision of 
rates, they insist only on such rates as maintain daily wages 
constant. In such a case, clearly, if employment is to remain con- 
stant, the elasticity of demand for labour must be of the constant 
outlay order — that is, in Marshallian terms, equal to unity.^ If it 
is greater than this, employment will be increased (or profits will 
rise) ; if it is less, it will be diminished— the degree of extension 
or contraction for the given variation depending on the degree in 
which the elasticity of demand is greater or less than unity. 

Let \is now reverse the requirements of our policy. In harmony 
with recent fashions let us regard constancy of employment rather 
than constancy of wages as the ultimate desideratum. It is not 
difficult to show that in certain cases a lengthening of the working 
day with increasing output must result in lower wages per head 
than would have prevailed if the day had not been lengthened. 
For obviousty the downward cut in wage-rates, which is necessary 
to maintain employment constant, must always bo greater if 
output is increased than if it is not. The groatcT supply of 
work must necessarily be cleared at a somewhat lower price per 
unit. But if the elasticity of demand is greater than unity, this 
greater diminution in wage-rates will not offcf't tlio increase 
in the number of units by which it is multiplied. On the other 
hand, if the elasticity of demand is less than unity, this will 
actually happen, Tlie fall in wages will be greater than it would 
have been if hours had not been lengthened. The popular belud 
that, if hours are lengtli(uicd, a fall in wages can always be averted 
or at least diminished, is only true when certain conditioTis are 
satisfied. If they arc not, then it must prove a bitter delusion. 
It would bo pleasant to belicvo that some day city editors and 
leader-writers might become aware of this simple proposition. 

Clearly we arc a hmg way honj from the harmony we found 
existing between individual income and output. A group which 
puts more into the common pool may be compelled to take out 
less, and a group which diminislie.s the size of the pool may receive 
an enhanced share. But notice that our generalisations with 
regard to individuals arc not rendered invalid by the fact of group 
variation. It still remains true that, if a given individual varies 
his hours of labour, his income tends to vary w'ith his output. 

' If tho (j}iang03 aro not relatively Hrnall, then, as Dr. Dalton hai^ nhown, the 
Marshallian formula becjomos inail^quate (seo Dalton InequalUtf of Incomes, 
pp. 192-197.) For eonvenieiico of exposition, howc'ver, f refrain from intro- 
ducing this complication. 
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The unfortunate miner may see his standards of life being wrecked 
by an upward variation of hours affecting price more than pro- 
portionately. But if he does not vary his hours upward too, 
he will get even less than ho would have done otherwise. On the 
other hand, if group rates are being raised by a common restric- 
tive policy, each individual would lose if all were to abandon 
restriction, yet each will gain if he singly succeeds in evading the 
regulation. The behaviour of the group moves the target, but 
the individual score still depends on the marksman. 

VI 

But this is not the end of group variations. Rather it is 
only the beginning. * For unless we are willing to contemplate 
only the institutions of a caste society, it is not to be expected that 
variations in one group should not sometimes at Iccast involve 
migration to or from others. This, however, is a matter which 
can be considered more conveniently when we have surveyed the 
effects of wider variations. I pass, therefore, to changes of hours 
of labour throughout society as a whole. Suppose all the pro- 
ducers in a given society decide to vary their hours of labour, what 
results are to be expected ? 

So far as the real income of society is concerned, what has 
been said already is sufficient. The real income of society is its 
output, and therefore what has been said about output exhausts this 
part of the subject. One caution perhaps is necessary. \Vc have 
seen that the point of maximum productiveness varies from man 
to man and from industry to industry. It is not to be expected, 
therefore, that the output of each man and each industry wiW be 
similarly affected by similar variations of hours of labour. On the 
contrary, we must expect not only the extent but even tlie direction 
of variation to vary. It is only, tlierefore, after striking a balance 
that wo can speak of effects on the social income. 

But now let us turn to the incomes of the various individuals 
and classes within society. Here obviously we have a problem of 
greater complexity than any we have yet examined, and it is 
advisable to proceed to its solution by stages. 

Let us begin by assuming homogeneity of skill, flexibility of 
wage-rates and complete mobility of labour. In this w ay we can 
ignore the different effects upon the position of different groups 
w^hich in almost any real w'orld wrould bo produced by the variation 
we are supposing, and concentrate on the problem of what w ill 
happen to the general level of wages, 
i No. 153.— VOL. XXXIX. 
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Viewed thus, the problem is relatively simple. The number 
of units of work offered has changed. Their value per unit, 
therefore, will fluctuate inversely. But the change in the supply 
of work does not mean a change in the number of labourers. Real 
wages, therefore, will depend on the elastictity of demand for 
labour. If the elastidty of demand for labour is greater than 
unity, then wages will vary directly, and if it is less, inversely, 
with changes in daily output. 

This result is a purely formal one. But we need not be 
content with formality. For it is the almost universal consensus 
of opinion among economists ^ that, in the modern world at any 
rate, with its wealth of technical knowledge and its itch for 
material improvement, the elasticity of demand for labour is 
greater than unity. Hence wo may assert with some confidence 
that given our assumptions of plastic wage' -rates, a comp(?titive 
labour market and complete mobility of labour, an increase of 
hours leading to an increase of output will result in increased 
wages, and vice versa. Some of the increase will no doubt go to 
other factors, but if this opinion with rc'gard to (‘lasticity is true, 
there is no need to fear that wages will not benefit. 

All this, how’cver, rests upon an assumption which (uiables 
us to speak as if all w^ages w'ere similarly atTecl(‘d. But in the 
w'orld w'e live in, this assumption is not valid. Workeis are not 
all of the same degree of skill and adaj)t ability, and (^ven within 
groups wliieh are homogtmeous in thes(‘ respects, for short periods 
at least, they arc not (•ompl<d<'ly mobile. 'Jlierefore, unless we 
are willing to make the unreal assumption that when the oiilpnl 
of different groups varies simultaneously, the amounts spent on 
the new' output vary so as to leave tlie rehitiv«‘ position of tJie 
groups unchanged, we arc not (‘iititled to assume that the effects 
of a uniform variation will he uniformly distrihiited among 
wage-earners in general. Again, everything w'ill depend upon 
the demand for different kinds of labour. It is true that 
things arc not quite so simple here *as i?i the cases w'c con- 
templated when w'c w'ere considering group variation. For there 
we assumed that the supply of one commodity only was changing, 
the social demand at different price's rc*maining iinaltored. Hero 
not only is supply changing in each industry, but the demand 
arising from other industries is changing also. In technical 
terms, it is not only a case of a shift of iho point P along a given 
demand curve : the position of the curve itself is to be rcgareled as 
changing. None the less, the same broad considerations are 

^ Soo c.fj. Pigoii, Economics of Welfare. (2ii(l ml.), pp. 022-8. 
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'applic*ablc. Where the demand is relatively inexpansible the 
position of the workcTs will be relatively worsened by an increase 
and betten^d by a diminution of output. Wliere it is relatively 
expansible the converse effects will follow. 

Hence, if the full effects of the change in output are to be 
diffused to the maximum extent among different classes of wage- 
earm>rs, there must at the same time be a transfer of workers from 
the positions of less to the positions of greater comparative 
advantage. If it is an increase, workers will have to move to 
the industries of more exj)ansiblc demands or to new industries. 
If it is a diminuticjn, vice verm. And of course in a world of 
specialised skill and incomplete mobility, such a uniform diffusion 
as we contemplated at first is never to be expected. All that can 
be said is that, granted a fair degree of mobility, disharmonies will 
bo reduced to a minimum. 

These conclusions sound abstract, but they embody a per- 
fectly common -sense principle. If productive power increases in 
any way, it is surely most impro])able that the increase will be 
most cff(!ctively utilised by uniform ap})Jication in all directions. 
If some uniformly efficient robot wtue invented wiiich increased 
our powers to do sim})le manual labour by, say, 25 per cent., 
wc should not expand tlie production of wheat and motor-cars in 
equal pro])ortions. And similarly if some cosmic disaster wwe to 
reduce productive pow’ers by a quarter, w'e should not curtail the 
I)roduction of necessities and luxuries uniformly. Progress, in 
fact — using the word progress in a strictly non-ethieal sc-nse — 
involves the pnigressivc diminution of the relative proportions 
of product iv(i ])owTr applu‘d to the making of things which 
are in inelastic demand, and a progressive transfer of pro- 
ductive pow’er to the making of tilings the demand for which 
is still elastic. And ixd regression, the contrary process. That, 
incideiitly, is one of the reasons why, in a ])rogressive age. 
agriculture is in a state of chronic depression. And, of course, 
rational increases of liours (increases, that is, wliicli do not go 
beyond the point of maximum productiveness) are increases of 
productive power- as arc also tliose diminutions which increase 
production. 

Considerations of tliis sort enable us to complete our treatment 
of the effects of group variation which we had to leave imlinislied 
a little way hack. Obviously w’c must take into account the 
possibility of movement both into the industry and away from it. 
If an extension of hours involves an increase of income, or a 
contraction a diminution, then w'C may assume that no movement 
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is engendered.^ For by hypothesis wo are considering voluntary 
variations. We arc, therefore, entitled to assume that the group 
concerned prefer the gain in income or leisure to the sacrifice in 
leisure or income. But if income moves inversely to the variation 
in hours, clearly if movement is possible it will take place. There 
is now a double loss or a double gain to disturb the equilibrium, 
and if mobility is possible there will be transfers until those 
employed in the industry in question do not gain or lose more 
than, with their given disposition towards work and leisure, they 
would gain elsewhere, the loss or gain of ])roductivc power being 
diffused more or less equally throughout the area of mobility. 
Only, therefore, where there is an abs(mce of mobility will the 
disharmonies we have studied in this connect ion be iiermanent. 

Vll 

That is all I have time to say here about variations throughout 
a whole society. The interesting com[)lieations which arise wlu n 
wage-rates are not flexible can be deduced for the inr)st part as 
corollaries from what has been said already. 1 pass, therefore, 
finally to consider the case of variations on tlu^ j)art of open 
geographical groups. 

Here fortunately it is possible once more to b(^ brie f. For the 
principles wc have already investigabnl can b(‘ combined to 
afford a suflicient solution to the various j)uzzlcs that confront us. 
So far as the inhabitants of the area of variation consume their 
own products, what has been said about a closed society is apj)Ii- 
cable. So far as they obtain their income by exchaTiging their 
products for j)roducts produced abroad, the analysis dev(‘loped in 
connection with industrial groups is applicable. This is easy 
to sec if we supjiose that the group is suflicient ly small to jHoducc 
only one commodity, for the gcogruphicjil group is then an 
industrial grouj), and that is the end of the matter. When the 
group is wider, then matters become more com])lica.ted ; but when 
allowance lias been made for chang(‘.s in tJic relative value of 
dillercnt commodities and the r(‘shifting of emiiloyment, the sanu' 
broad generalisations hold. Whether on balance tlie group gains 
or loses depends on the conditions of demand and upon the net 
economics or diseconomies involved by changes in the scale of 
production. 

* It is, of course, concoivablo that persons outside* tho group might prnfor tlio 
now situation and seek it. In such a cam tlio assurniaion iimdo above would bo 
invalid. I am indebted to Dr. Dalton for this suggostion. 
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Here again, therefore, there is a theoretical possibility that the 
income of the geographical group— the “ national ” income, that 
is to say — and the world income may move in different directions, 
and no doubt arctas are conceivable in the world as we know it 
which might gain or lose by this disharmony. But a little 
reflection on the causes influencing elasticity should convince us 
that ours is not one of these areas. For, as is well known, one of 
the most important circumstances influencing the demand for 
exports is the possibility of obtaining similar supplies, or supplies 
sufficiently similar, from elsewhere. If this is present, demand will 
tend to be very elastic. A slight rise in price per unit will cause 
the transfei'once of foreign demand to otluT sources of production. 
A slight fall will mean a considerable enhancement of foreign 
purchases. Otlier things being equal, the smaller the group the 
more probable the existence of alternative sources of supply, and 
hence the greater the elasticity of demand for exports. Of course 
this factor of '' economic size ” may be offset by the possession of 
unique facilities for production, but so ftir as our own position is 
concerned, it is abundantly ek'ar that Providence has not granted 
us this substitute for industry. 

All this assumes the absence of transfers of labour and capital 
betw'cen the areas wdiosc fortunes we arc considering. And 
so far as we consider the particular geographical groups called 
nations and concentrate upon short-period tendencies, in the 
modern world, with its legal and cultural checks on movement, 
this assumption is not out of touch with reality, as regards 
the human factor. But so far as capital is concerned, it is 
altogether too artificial. If man is of all luggage the most difficult 
to be transj)orted, free capital is the most easy. Now the variation 
of hours in any area will clearly make the investment of capital 
more or less profitable there as compared witli investment in other 
areas. Hence so far as new' capital is concerned w e should expect 
to sec the gains or losses resulting from any variation rapidly 
diffused over the w'hole area of eajiital investment. The main 
effects of the change, therefore, w'ill be seen in the incomes of the 
immobile factors, labour and property which is not easily trans- 
ferable. Thus, suppose a contraction of hours, a shrinkage of the 
supply of laliour not compensated by an enhancement in the total 
value of the product. The return per unit to capital would fall, 
and this w^ould mean that, in the absence of rt^striction, capital 
would tend to go elsewhere. With less capital the productivity 
of labour w^ould be less, and consequently w^ages w^ould fall 
still further. Here, too, notice that the* effects w’ould be more 
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pronounced in an area that was comparatively small than in one 
that was comparatively extensive. 

VIII 

That is all I have to say to-day on tlio broad efTeets of variations 
of hours of Ial)(jur. It is sometimes urged that, beyond this, 
reductions of hours tend to produce dynamic changes in the 
general productive situation, in that they tend to evoke new 
inventions in organisation and technique. Up to a point no doubt 
this is true, and it is a matter which in any particular situation 
deserves the most careful consideration of the negotiating parties.^ 
But even the most fervent advocate of this view can hardly 
contend that these improvements in ])n)duetive eflieieney arc 
invariably to be associated with changes in hours, in the same way 
as the tendencies I have been discussing. If a scarcity of coal or 
labour stimulates entrepreneurs to new invtmtions under ccTtain 
conditions, it is certainly a fact to be notf‘fl and to be borne in 
mind when policy is being considered. But it is not a tendem^y 
which is logically imi)licit in c^very variation in every comadvable 
situation, and having acknowledged th(> possibility of its appear- 
ance, we arc justified here, I think, in regarding it as a secondary 
complication. 

It remains, therefore, only for nu* to flraw certain conclusions 
from what has been stat(*(l already. Two facts, I think, stand out 
clearly from the welt(T of complications. Jn tlu' fust place is the 
absence of liarmony between group incenli\i‘s ami tlie inti rests 
of the social mcome. So far as individuals an* concerned, this 
disliarmony is not present. What diminishes the j)rospect of 
income for society diminishes it also for the individual, and 
vice verm. But when certain conditions are not present, this is 
not so for groups of individuals acting comrertedly. And this has 
a double implication, (a) On the one hand, it sugg(*sts that if wc 
are determined to consirler the interests of a group as a group — and 
in the modern world such a choice is from tiim* to tinu^ forced upon 

^ It. iy a matter, too, wliicli, with tin* [xiralli*! argumont ay rogunls 

increase’s of wages, is, I think, capable of furtlu-r theoretical treatment than it lias 
received already. Clearly then? must bo a fioint of niaxitrinin elIo«‘ five ness for 
such pressure— it is not to Im’ bf;lic3V<*d that aw// reduction of hours or an// rise f)f 
wages must neer’ssarily haves lieallhy dynamic eonsefpienec’R — and it would Iwi 
highly interesting to know something more about the condilions determining the 
position of this maximum in any particular Hitualion. No doubt aKsoluto 
precision here is even harder to attain than in the diseusMion of static problems. 
Hut the att(*rnpt would be well worth making. So long as there i.s no quant itative 
oleinf’nt in our dynamic speculations, they must remain the ready insirinnent of 
economic ob.scurantisrn. 
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US — much greater caution than is usually exercised is necessary 
before we recommend to tlic group conduct which might be 
expedient cither for an individual or for society. Deliberately to 
recommend an increase of hours when the conditions of demand 
arc not elastic is either very ignorant or very Machiavellian. 
(6) And on the other hand, it suggests that, from the point of view 
of long-period policy, it is possible lliat in recent years too much 
attention may have been given to the interests of groups as such 
and too little to the importance of movement between groups. In 
saying this I do not wish to prejudge the tremendous issues of 
the relative importance of group and social solidarity. But I 
do suggest that it is wt^II to recognise that exclusive concentration 
on the interests of a group, as a group, does not necessarily imply 
a like preoccupation with I lie interests of society. The right of an 
industry to remain such and such a size and to secure for itself 
the maximum income under the given circumstances can only be 
maintained at the risk of failing to maximise the income of society. 
This is true of the society in which we live. It is a problem which 
would be equally insistent in any other state of society. Only a 
community that had forsworn the criteria of economy could 
afford to neglect the importance of considerable mobility of 
labour. 

But, on (he other Jiand— and this is my second point — there 
is nothing in all this wdiich justifies the view’ that the income of 
society as a whole lluct nates inversely with fluctuations in 
efliciency. To argue from the possible success for a group of a 
policy of n'strictioii to the probable success for society as a whole 
of a similar policy is to commit the fallacy of composition. Nor 
can it be urged, I think, that there is any probability that wages 
in general could benetit from such a policy. This is ])robably true 
of society as a whole in the world as we knowr it. It is certainly 
true in a small area sueli as Great Britain. There is mdhing in 
general tlieory to justify the belief that diminutions in hours 
which do not increase efficiency will tend to raise general 
w’ages, or that increases w’hieh do not diminish efliciency w’ill 
tend to low'er them. Only those who have never learnt to 
distinguish the general from tlie particular can urge the contrary 
pro])osition. 

But notice finally, that this is not in the kaist to argue that 
increases are desirable or that diminutions arc undesirable. Those 
who have become so preoccupied with accumulating t he means of a 
good life that tliey have forgotten that the end is existent may 
argue that men should work so as to seciu'c the maximum product. 



40 


THE ECONOMIC JOURNAL 


[march 1929 


There is nothing in economic science which supports them,^ The 
relative values which men assign to leisure and the results of 
production determine indeed the phenomena we have to analyse, 
but to pronounce upon the validity of these valuations as such is 
completely outside our province. All that wo can do is to attempt 
to exhibit clearly what consequences follow from one choice or 
another, and to do this for one small part of the field of choice is 
all that has been attempted in this paper. 

Lionel Robbins 

New College, Oxford, 

Avgust, 1928. 

^ It is obvious, of course, that such an arrangoinont will l )0 economical only if 
the last incromont of product obtainable is valued more than tho loifiiirt? that 
lins to bo sacrificed to obtain it. Even Iho despised classical economists knew 
this. ** llappinoss is tho object to bo desired, and wo cannot bo quilo sure that, 
provided he is equally well fed, a man may not bo happier in the enjoyment of 
the luxury of idleness than in tho enjoyment of tho luxuries of a neat cottage and 
good clothes,*’"— Ricardo, TMfers to Malthuft, Ed. Bonar, pp. 13S-9, 



STABILITY IN COMPETITION i 

Aftjsr iho work of the late Professor F. Y. Edgeworth one 
may doubt that anything further can be said on tlie theory of 
competition among a small number of entrepreneurs. However, 
one important feature of actual business seems until reeently 
to have escaped scrutiny. This is the fact that of all the pur- 
chasers of a commodity, some buy from one seller, some from 
another, in spite of moderate differences of price. If the pur- 
veyor of an article gradually increases his price while his rivals 
keep theirs fixed, the diminution in volume of his sales will in 
general take place continuously rather than in the abrupt way 
which has tacitly been assumed. 

A profound difference in the nature of the stability of a 
competitive situation results from this fact. We shall examine 
it with the help of some simple mathematics. ^Fhe form of the 
solution will serve also to bring out a number of aspects of a 
competitive situation whose importance warrants more attention 
than they hav(j received. Among these features, all illustrated 
by the same simple case, wo find (1) the existence of incomes not 
properly belonging to any of the categories usually discussed, 
but resulting from the discontinuity in the increase in the number 
of sellers with the demand; (2) a .socially uneconomical system of 
prices, leading to needless shipment of goods and kindred devia- 
tions from optimum activities; (3) an undue tendency for com- 
petitors to imitate each other in quality of goods, in location, and 
in other essential ways. 

Piero Sraffa has discussed - the neglected fact that a market 
is commonly subdivided into regions within each of which one 
seller is in a quasi-monopolist ic position. The consequences 
of this ])henomenon arc hero considered furtlier. In passing we 
roTuark that the asymmetry between supply and demand, between 
buyer and seller, which Professor Sraffa emphasises is due to the 
condition that the seller sets the price and the buyers the quanti- 

* Prosont<^d boforo <Iio Ainoriron MathcnmtiVal Sot?i('ty .‘it Xow York, April 0, 
1928, and subsequently rovisod. 

* “ Tbo of llotumallndoT CompetUivo Conditions," Ecoi^omic .Toviu^al, 

V^ol. XXXVI. pp. SRS-.'S.'iO, osporially pp. 644 ff. (DotvinlK'r 1926). 
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tics they will buy. This condition in turn results from the largo 
number of tlie buyers of a particular commodity as compared 
with the sellers. Where, as in new oil-fields and in agricultural 
villages, a few buyers set prices at which they Avill take all that 
is offcnnl and exert themselves to induce producers to sell, the 
situation is reversed. If in the following pages the words “ buy ” 
and “ sell ” be everywhere interchanged, the argument remains 
equally valid, though applicable to a different class of businesses. 

Extensive and difficult applications of the Calculus of Varia- 
tions in economics liave recently been made, sometimes to 
problems of competition among a small number of entrepreneurs.* 
For this and other reasons a re-examination of stability and 
related questions, using only elementary inatlicmatics, seems 
timely. 

Duopoly, the condition in whi(di there are two c()ni])etiiig 
merchants, was treated by A. Cournot in 1H.‘18.^ 11 is book went 
a pparently without comment or review for forty-live years until 
Walras produced his Theorie Mafhemaiique dc la Rkhessc Sociale, 
and Bertrand published a caustic rovic^w of both works. ^ Jk‘r- 
trand's criticisms were modified and extended by Edgeworth in 
his treatment of duopoly in the Giornale degli Eco)}omkti for 
1897,^ in his criticism of Amoroso,"* and olsewliore. Indeed all 
writers since Cournot, except SrafTa and Amoroso,® seem to 
hold that even apart from the likelihood of combination there is 
an essential instability in duopoly. Now it is true that such 
competition lacks complete stability; but we shall see that in a 
very general class of cases the independent actions of two com- 
petitors not in collusion lead to a type of equilibrium much less 
fragile than in the cxamjd(\s of Cournot, Edgewortli and Amoroso. 
The solution which we shall obtain can break down only in ease 
of an express or tacit understanding which converts the supposed 

1 For rofcronccs to tlio work of C. F. Roos And 0. (J, ICvans on tlii« Bubjoct see 
the paper by Dr. Rooa, “ A Dyiiarniciil Theory of Keonoinics,” in the Journal oj 
Political Ecouonvjj Vol. XXXV. (1927), or that in the Transarlionft oJ the American 
Mathematical Society ^ Vol. XXX. (1928), p. 300. There is also an applieation 
of Iho Calculu.^ of Variations to depreciation by Dr. Roos in tlw? Bulletin of the 
American Mathematical Society, Vol. XXXIV. (1928), p. 218. 

* Reckcrchca sur lea Principra MatMimUiyaea tie. la Tiu^orie dca Picheaara. 
Paris (Hachetto). Cluiptcr VH. English translation by N. T. Raron, with 
introduction and bibliography by Irving Fisher (Now York, Maeinillan, 1897 
and 1927). 

^ Journal dea Savanta (1883), pp. 499-608. 

* Republished in English in Edgewortli'H Papers Relating to Political Economy 
(London, Macmillan* 1925), Vol. I. pp. 1 16 20. 

^ Econm)mic JocuNAii, Vol. XXXll. (1922), ])p. 400-7. 

* Lezioni di Economia Mathcmatica (Bologna, Zanicholli, 1921). 
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competitors into something like a monopoly, or in case of a price 
war aimed at eliminating one of them altogether. 

Cournot’s example was of two proi)rietors of mineral springs 
equally available to the market and producing, without cost, 
mineral water of identical quality. The demand is elastic, and 
the price is determined by the total amount put on the market. 
It the respective quantities produced arc and tlie price p 
will be given by a function 

V = S(fli + ^ 2 )- 

The profits of the proprietors are respectively 

^ QiMi 1 - ^ 2 ) 
and 77. - q.J(q^ -f q.^). 

The first j^roprietor adjusts q^ so tliat, when has its current 
value, his own profit will be as great as possible. This value of 
may be obtained by d iff cron tiating tt^, putting 

/(7i I- 72 ) + d- (72) = 

In like manmu’ the second proprietor adjusts so that 

/(7 1 + (72) f (72/((7 i -t- (72) 0- 

There can be no equilibrium unless tliese equations are satisfied 
simultaneously. TogetJier they (hderinine a definite (and equal) 
pair of values of q^ and q.,. (\>urnot showed graphically how, if 
a different pair of q'^ should obtain, each competitor in turn would 
readjust his production so as to approach as a limit the value 
given by the solution of the simultaneous equations. He con- 
cluded that the actual slate of affairs will be given by the common 
solution, and proceeded to generalise to the case of n competitors. 

Against this conclusion Bertrand brought an “objection 
peremptoire.’’ The solution does not rcpresimt equilibrium, for 
either pro])riet()r can by a slight reduction in price take away all 
his o])ponent’s business and nearly double his own profits. The 
other will respond with a still lower j)rice. Only by the use of 
the quantities as indepemhmt variables instead of the prices is 
the fallacy concealed. 

Bertrand's objection was amplified by Edgeworth, who main- 
tained that in the more general ease of two monopolists c(m- 
trolling commodities having corndated demand, even though not 
identical, there is no determinate solution. Edgeworth gave a 
variety of examples, but nowhere took account of the stabilising 
effect of masses of consumers placed so as to have a natural 
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preference for one seller or the other. In all his illustrations of 
competition one merchant can take away his rival’s entire 
business by undercutting his price ever so slightly. Thus dis- 
continuities appear, though a discontinuity, like a vacuum, is 
abhorred by nature. More typical of real situations is the case 
in which the quantity sold by each merchant is a continuous 
function of two variables, his own price and his competitor’s. 
Quite commonly a tiny increase in price by one seller will send 
only a few customers to the other. 

I 

The feature of actual business to which, lik(^ Professor SraiTa, 
wo draw attention, and which docs not seem to have been generally 
taken account of in economic theory, is the existence witli rehn*- 
dice to each seller of groups of buyers who will deal with him 
instead of with his competitors in spite of a difference in price. 
If a seller increases his price too far ho will gradual!}' lose business 
to his rivals, but he docs not lose all his trade instantly wluiii lie 
raises his price only a trifle. Many customers will still prefd’ to 
trade with him because they live nearer to his store than to the 
others, or because they liave less freight to pay from bis warehouse 
to their own, or because his mode of doing business is mon' to 
their liking, or because he sells other articles which they desire, 
or because he is a relative or a fellow Klk or Ihijitist, or on aceount 
of some difference in service or quality, or for a eomhination of 
reasons. Such circles of customers may ho said to make every 
entrepreneur a monojiolist within a limited class and region — 
and there is no monopoly which is not confinod to a limited class 
and region. The diffidence between the Standard Oil Company 
in its prime and the little corner grocery is quant itativii ratlu r 
than qualitative. Between the perh^ct competition and mon- 
opoly of theory lie the actual cases. 

• It is the gradiialness in the shifting of customers from one 
merchant to another as their prices vary independently which is 
ignored in the examples worked out by Courimt, Amoroso and 
Edgeworth. The assumption, implicit in their work, that all 
buyers deal with the cheapest seller leads to a type of iiisfability 
which disappears when the quantity sold by each is considered 
as a continuous function of the differences in price. The use of 
such a continuous function does, to be sure, seem to violate the 
doctrine that in one market there can at one time be only one 
price. But this doctrine is only valid when the commodity in 
question is absolutely standardised in all respects and when the 
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“ market is a point, without length, breadth or thickness. It 
is, in fact, analogous to the physical principle that at one point 
in a body there can at one time be only one temperature. This 
])rinciplc docs not prevent different temperatures from existing 
in different parts of a l)ody at the same time. If it were supposed 
that any temperature difference, however slight, necessitates a 
sudden transfer of all the heat in the warmer portion of the body 
to the colder portion — a transfer which by the same principle 
would immediately be reversed — ^tlien wo should have a thermal 
instability somewhat resembling the instability of the cases of 
duopoly which liave been discussed. To take another physical 
analogy, the earth is often in astronomical calculations considered 
as a point, and with substantially accurate results. But the 
precession of the equinoxes becomes explicable only when account 
is taken of the ellijisoidal bulge of the earth. So in the theory of 
value a marked is usually considered as a point in which only one 
price can obtain ; but for some purposes it is better to consider 
a market as an extended region. 

(\)nsider the following illustration. The buyers of a com- 
modity will be supposed uniformly distributed along a line of 

a A X L y ^ 

Fio. I. 

Market uf length I - S5. In this example a 4, 6 - - 1,0.’ -- 14, ?/ - 1*3. 

length /, which may be ]\Iain IStreet in a town or a transcontinental 
railroad. At distances a and b respectively from the two ends of 
this line are the places of business of A and B (Fig. 1). Each 
buyer transports his purchases home at a cost c per unit distance. 
Without eiT(‘ct uj)oii the generality of our conclusions we shall 
suppose that the cost of production to A and B is zero, and that 
unit quantity of the coinniodity is consumed in each unit of time 
in each unit of length of line. The demand is thus at the extreme 
of inelasticity. Xo customer has any preference for either seller 
excA’pt on the ground of price plus transportation cost . In general 
there will be many causes leading particular classes of buyers to 
prefer one seller to another, but the ensemble of such consideration 
is here symbolised by tran.sportation cost. Denote A’s price by 
IVs by Pjj, and let and 7., be the respv^otive quantities sold. 
Now B’s price may be liiglier than A\s, but if B is to sell 
anytJiing at all lie must not let his price exceed As by more than 
the cost of transjiortation from A’s place of business to his own. 
In fact he will keep his price somewhat below the figure 2)^ — 
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c(l — a — b) at which A’s goods can be brought to him. Thus 
ho will obtain all the business in the segment of Icngtli h at the 
right of Fig. 1, and in addition will sell to all the customers in a 
segment of length y depending on the difference of prices and 
lying between himself and A. Likewise A will, if he sells anything, 
sell to all the buyers in the strips of length a at the left and of 
length X to the right of A, where x diminishes as pj — pg increases. 

The point of division between the regions served by the two 
entrepreneurs is determined by the condition that at this place 
it is a matter of indifference whetlicr one buys from A or from B. 
Equating the delivered prices we have 


Pi + Pjj -t- cy. 
Anotlier equation between x and y is 

a X I- y + b - : /. 

Solving we find 


X ™ 


2 /'-= 


5(i I- 


SO that the profits are 

^ 2»i?i -= PM W 1' « - ^)lh - t- 

and 772 P/h ~ PS -|- >j) =- W ~ « f l^)Pi — -H 

If pj and p 2 be taken as rectangular co-ordinates, each of 
the last equations represents a family of hyperbolas having 
identical asymptotes, one hyperbola for each valu<‘ of tt, or 
Some of these curves arc shown in Fig. 2, where (as also in Fig. 1) 
we have takeji I 35, a — 4, b - 1, c - 1. 

Each competitor adjusts his ])rice so that, wilh the existijig 
value of the other price, his own profit will bo a maximum. This 
gives the equations 


0771 

opi 


!(/ + fl _ /,) _ 


(TTy 

from which we obtain 


l(l — a -f 6) + 


Pi 

2c 




Pi = c(l + ®- *), 
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and 

gfi = a -f a: = -f- - 



gj = 6 + y = l(i _ ® ^ 



The conditions and sufficient for a 

maximum of each of the functions ttj and 7r2, are obviously 
satisfied. 

If the two prices are originally the co-ordinates of the point 
Q in Fig. 2, and if A is the more alert business man of the two, he 



(\)TKlitioiip of coinjvtition for tlio market of Fig. 1. The co-ordinates rcprc- 
sent the pri<*es at. A's ainl B’s slio]>s for the same article. Th<' straight linea 
through K an? the two lines of maxinuini profit. On one of the curves through 
K, A’s profit is everywhere t)-4S; on the other, 13's is 578. The lower curve is the 
locus on which A’s profit is iUO, 

will change his price so a.s to make liis profit a maximum. This 
is represented graphically by a Iiorizontal motion to the point i? 
on the line r^nilcPi “ 0. Tliis line has the property that every 
point on it represents a greater profit for A than any other point 
having the same ordinate. But presently B discovers that his 
profits can be increased by a vertical motion to the point S on his 
ow^n line of maximum profit. A now moves horizontally to T. 
Thus there is a gradual approacl\ to the point E at the intersection 
of the two lines ; its co-ordinates are given by the values of Pi and 
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P 2 fouiicl above. At E there is equilibrium, since neither merchant 
can now increase his profit by changing his price. The same 
result is reached if instead of Q the starting point is any on the 
figure.^ 

Now it is true tliat prices other than the co-ordinates of the 
equilibrium point may obtain for a considerable time. Even at 
this point one merchant may sacrifice his immediate income to 
raise his price, driving away customers, in the hope that his rival 
will do likewise and thus increase both profits. Indeed if A moves 
to the right from E in Fig. 2 he may reasonably expect that B 
will go up to his line of maximum profit. This will make A’s 
i)rofit larger than at E, provided the representing point has not 
gone so far to the right as K. Without this proviso, A’s position 
will be improved (and so will B’s as compared with E) if only B 
will sufficiently increase po- fact, since the demand is inelastic, 
we may imagine the two alleged competitors to b(} amicably 
exploiting the consumers without limit by raising their prices, 
rhe increases need not be agreed upon in advance but may pro- 
ceed by alternate steps, each seller in turn making his })rice higher 
than the other’s, but not high enough to drive away all business. 
Thus without a formal agreement the rivals may succeed in making 
themselves virtually a monopoly. Something of a tacit under- 
standing will exist that prices arc to be maintained above the 
level immediately profitable in order to keep profits high in the 
long run. 

But understandings between competitors arc notoriously 
fragile. Let one of these business men, say B, find himself 
suddenly in need of cash. Immediately at hand ho will have a 
resource : Let him lower his price a little, increasing Ins sales. 
His profits will be larger until A decides to stop sacrificing business 

^ Tho solution given above is subject to tho limitation tliat the diUorenco 
between tho prices must not exceed tho cost of trant^portation from A to 15. This 
means that E must lie betwe(*n tho lines pi — ~ ® ~ which tho 

hyperbolic arcs shown in Fig. 2 terminate. It is easy to find values of tho 
constants for whi(.*h this condition is not satisfied (for example, I 20, a -- II, 
6 8, c = I }. In such a case tho equilibrium point will not bo /v and the expms- 

sions for the p’s, fj’n and tt’h will bo differont; but there is no ossenlial difference 
either in the stability of the system or in tho essential valhlity of tho subsequent 
remarks. A’s locus of maximum profit no longer eoineidca with tho lino jdpi ~ 
0, but consists of tho portion of this lino above its intersection with p^ — p^ 
c{l — a — h), and of tho latter lino btdow this point. Likewise B's locus of 
maximum profit consists of tho part of tho lino dirjdpt — 0 to tho right of its 
iutersocUon with — pi -- — a ~ 8), togothor with tho part of tho last lino 

to tho left of this point. These two loci intersect at tho point whoso co-onVmatoB 
are, for o)6, 

Pi = c(3f - 3a - b), p, « 2c(f - a), 
and tho type of stability is tbo same as before. 
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and lowers his price to the point of maximum profit. B will 
now bo likely to go further in an attempt to recoup, and so the 
system will descend to the equilibrium position E. Here neither 
competitor will have any incentive to lower his price further, 
since the increased business obtainable would fail to compensate 
him . 

Indeed the diflicultics of maintaining a ])rice-fixing agreement 
have often been remarked. Not only may the short-sighted 
cupidity of one party send the whole system crashing through 
price-cutting ; the very fear of a x>riee out will bring on a cut. 
Moreover, a price agreement cannot be made once for all ; where 
conditions of cost or of demand are changing the price needs 
constant revision. TJie result is a constant jarring, an always 
obvious conllict of interests. As a child's pile of blocks falls to 
its equilibrium ])ositioii when the table on which it stands is 
moved, so a movement of economic conditions tends to upset 
quasi-monopolist ic scdiemes for staying above the point E, For 
two independent merchants to come to an agreement of any sort 
is notoriously dinieult, but when the agreement must be made all 
over again at frequent intervals, when each has an incentive for 
breaking it, and when it is frowned upon by public opinion and 
must be secret and perhaps illegal, then the ])act is not likely to 
be very durable. Tlic ditiiculties are, of course, more marked if 
the competitors are mor<^ numerous, but tlmy decided h' are present 
when there are only two. 

The details of the interaction of the prices and sales will, of 
course, vary widely in dilTerent eases. Much will depend upon 
siudi market conditions as the degree of secrecy which can be 
maintained, the degree of possible discrimination among cus- 
tomers, tlie force of habit and character as allVcting the reliance 
which each competitor feels he can put in the promisees of the 
other, the frequency with which it is feasible to change a price 
or a rate of lu’oduction, the relative value to the entrepreneur of 
immediate and remote profits, and so on. Hut always there is an 
insoeiirity at any point oilier than the point E which represents 
equilibrium. Witliout scune agreeim'iit, express or tacit, the 
value of Pi will be less tlian or equal to the abscissa of K in 
Fig. 2; and in tJie absence of a willingness on the part of one of 
tlio competitors to forgo immediate profits in order to maintain 
prices, the prices will become the eo-ordinates of E. 

One important item should be noticed. The prices may be 
maintained in a somewhat insecure way above their equilibrium 
values but will nevt'r remain below them. For if either A or B 
No. 153.™ VOL. XXXTX. 
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has a price which is less than that satisfying the simultaneous 
equations it will pay him at ornce to raise it. 'J'his is evident from 
the figure. Strikingly in contrast with the situation pictured by 
Bertrand, where prices were for ever being cut below their cal- 
culated values, the stabilising effect of the intermediate customers 
who shift their purchases gradually with changing prices makes 
itself felt in the existence of a pair of minimum prices. For a 
prudent investor the difference is all-important. 

It is, of course, possible that A, feeling stronger than his 
opponent and desiring to get rid of him once for all, may reduce 
his price so far that B will give up the struggle and retire from the 
business. But during the continuance of this sort of price war 
A's income will be curtaikxl more than B\s. In any ease its 
possibility docs not affect the argument that there is stability, 
since stability is by definition merely the tendency to retuiii after 
small displacements. A box standing on end is in stable equi- 
librium, even though it can be tipped over. 


II 


Having found a solution and acquired sonu* conrKhmee in it, 
we pusli the analysis further and draw a numixu’ of inftTcnces 
regarding a competitive situation. 

Whiui the values of Die //s and r/'s obtained (»n p. 40 are 
substituted in the previously found exjux'ssions for th<j jirofits we 
have 




('■'■“I"/. 



..... h 
W 


The profits as well as the priee.s dejicnd din^ctly upon e, the 
unit cost of trans[)ortation. These jiartieular merchants would 
do well, instead of organising imjirovement clubs and booster 
associations to better the roads, to make transportation as diflicult 
as possible. »StiJl bettor would b(? their situation if the}' could 
obtain a protective tariff to hinder tlu'^ transportation of their 
commodity between them. Of course they wdll not want to 
impede the transportation of the supplies which come to them ; 
the object of each is merely to attain something approaching a 
monopoly. 

Another observation on the situation is that incomes exist 
wliich do not fall strictly within any of the commonly recognised 
categories. The quantities ttj and just determined may be 
classified as monopoly profits, but only if we arc ready to extend 
the term “ monopoly ** to iTicludc such cases as have been con- 
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sidercd, involving the most outright competition for the marginal 
customer but without discrimination in his favour, and with no 
sort of open or tacit agreement between the sellers. These profits 
certainly do not consist of w^ages, interest or rent, since we have 
assumed no cost of production. This condition of no cost is not 
essential to the existence of such profits. If a constant cost of 
production per unit had been introduced into the calculations 
above, it would simply have been added to the prices without 
affecting the profits. Fixed overhead charges are to be sub- 
tracted from TTi and 7r2, but may leave a substantial residuum. 
These gains are not compensation for risk, since they represent a 
minimum return. They do not belong to the gcmeralised type of 
“ rent,” which consists of the advantage of a producer over the 
marginal producer, since each makes a profit, and since, moreover, 
we may suppose a and 6 equal so as to makt; tlie situation sym- 
metrical. Indeed and tt-, represent a special tliough common 
sort of profit whhdi results from the fact that the numhtT of sellers 
is finite. If tlnu'c are three or more sellers, income of this kind 
will still exist, but as the number increases it will decline, to be 
retraced by g(*neralise(l “ rent for the better-placed ju’oduocrs 
and ])overty for the less fortunate. The number of wsellers may 
bo 1 bought of as increasing as a result of a gradual increase in 
the number of buyors. Profits of the type wo have deseiibed 
will exist at all stages of growth excepting those at wliicli a new 
sell(T is just entering the field. 

As a further problem, suppo.se that A\s location has been fixed 
but that 11 is free to choose his place of business. Where will he 
set U]) sho[) ? Evidently ho will choose h so as to make 


as large as possible. This value of 6 cannot be found by differ- 
entiation, as tlie value thus determined exceeds I and, besides, 
yields a minimum for tt.* in.stead of a maximum. But for all 
smaller values of h, and so ft)r all values of h within tlie conditions 
of the problem, tto increases with ft. Consequently B will seek to 
make ft as large as possible. This means that he will conic just 
as clo.se to A as other conditions permit. Naturally, if A is not 
exactly in the centre of the line, B wdll choose the side of A tow ards 
the more extensive section of the market, making ft greater than a.^ 

' Tho ronrltision fhat 11 will ttMul to pmvitato iiifinitesimnlli/ oloso to A 
requires a slight inoililicatioii in the particular case before us, but not iu general, 
hi the footnote on p. 4S it was seen that when A and 11 are suftieiontly close 
together, tlio analytic expressions for the prieos, and eonsequoutly tho profits, 

E 2 
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This gravitation of B tow«ards A increases B’s profit at the 
expense of A. Indeed, as appears from the expressions on p. 46, 
if b increases so that B approaches A, both ^2 and pg increase while 
q j and p j diminish. From B’s standpoint the sharper competition 
witli A due to proximity is offset by the greater body of buyers 
with wliom he lias an advantage. But the danger that the 
system will be overturned by the elimination of one competitor 
is increased. The intermediate segment of the market acts as a 
cushion as well as a bone of contention ; when it di8apj)ears wo 
have Cournot’s case, and Bertrand’s objection applies. Or, 
returning to the analogy of the box in stable equilibrium though 
standing on end, the approach of B to A corresponds to a diminu- 
tion in size of the end of the box. 

It has become' common for real-estate subdividers in the 
United States to impose restrictions which tend moi‘c or less to 
fix the character of future businesses in particular locations. 
Now we find from the calculations ah'ov^e that tlio total ])rolits 
of A and B amount to 


Thus a landlord or realtor who can determine the location of 
future stores, expecting to absorb their ])rofit.s in the sales v'alue 
of the land, has a motive for making the situation as unsym- 
metrical as possible; for, the more the lack of symmetry, the 
greater is (a — />)-, which appears in the exjiression above fen* 

TTi + 772. 


Our example has also an application to the queslion of capital- 
ism V. socialism, and contributes an argument to the socialist 
side. Let us considi r the cflicicncy of our ])air of merchants in 
serving the public by calculating the total of lrans|)ortaiion 
charges paid by consumers. These charges for th(^ strip of h'ligth 

a amount to c / tdtj or lea-. Altogether the sum is 

^0(^2 + 62 + a;2 .J.. 

arc diffcroiit, Uy a sitn]i1o algobrain culenlation wliich will not litTo bo roprodurnl 
it i.s found tliafc B's profits 7T2 will inoroii-Ko as B inovetifrom the centre towards A, 
only if tho disiaiico between them U more than four-fifths of tho distanco from 
A to tho centre. If B approaches more <-los«jly his profit ia given by Wj — — • 

o — 36 ), and diminiahc.s with increasing 6. This optimum distance from A is, 
however, an adventitious feature of our problem resulting from a diseontimiiiy 
wliich i.s necessaiy for simplicity, lii general we ahould consider r/j an<l <7a uh 
continuous functions of pj and in.stead of suppoaing, as bore, that as ~ V\ 
falls bolow a certain limit, a great mass of buyers shift suddenly from B to A. 



1929] 


STABILITY IN COMPETITION 


53 


Now if the places of business are both fixed, the quantities 
rt, b and x y are all determined. The minimum total cost for 
transportation will bo achieved if, for the given value of x - y, the 
expression x^ + 2 /® is a minimum. This will be the case if x and y 
are equal. 

But X and y will not be equal unless the prices p, and are 
equal, and under competition this is not likely to be the case. 
If wo bar the improbable case of A and B having taken up sym- 
metrical positions on the line, the prices which will result from 
(uich seeking his own gain have been seen to be dillcrent. If the 
segment a in which A has a clear advantage is greater than b, 
then A’s price will be greater than B’s. Consequently some 
buyers will ship their purchases from B’s store, though they arc 
closer to A’s, and socially it would bo more economical for them to 
buy from A. If the stores were conducted for public service 
rather than for })rofit their prices would be identical in spite of 
the asymmetry of demand. 

If the stores hci tliought of as movable, the wastefulness of 
private profit-seeking management becomes even more striking, 
'rhere are now four variables, (/, 5, x and y, instead of two. Their 
sum is the fixed length /, and to minimise the social cost of trans- 
portation found above wo must make the sum of tlunr squares as 
small as possible. As before, the variables must be equal. This 
requires A aiul B to occupy symmetrical positions at the quartik s 
of the market. But instead of doing so they erowd together as 
closely as possible. Even it A, the first in the field, should settle 
at one of these points, we have .seen that B upon his arrival will 
not go to the other, but will fix upon a location between A and the 
centre and as near A as possible.^ Thus some customers will have 
to transport their goods a distance of more than whereas with 
two stores run in the public interest no shipment should be ftn* a 
greater distance than ]/. 

If a third seller (• appears, his desire for as largo a market as 
])ossihIe will ]>roinpt him likewise to take up a position close to A 
or B, but not between them. By an argumei\t similar to that just 
used, it may be shown that regard only for the public interest 
would require A, B and C each to occupy one of the points at 
distances one-sixth, one-half and five-sixths of tlie way from one 
end of the line to the other. As more and more sellers of the same 
commodity arise, the tendency is not to become distributed in 
the socially optimum manner but to cluster unduly. 

The importance and variety of such agglomorativo tendencies 

* With tho iiniinporlrtiit qinilitu’rtlioii iih'ntioii«''a in the footnoto on p. tS. 
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become apparent when it is remembered that distance, as we have 
used it for illustration, is only a figurative term for a great 
congeries of qualities. Instead of sellers of an identical commodity 
separated geographically we might have considered two competing 
cider merchants side by side, one selling a sweeter liquid than the 
other. If the consumers of cider bo thought of as varying by 
infinitesimal degrees in the sourness they desire, we have much 
the same situation as before. The measure of sourness now 
replaces distance, while instead of transportation costs there arc 
the degrees of disutility resulting from a consumer getting cider 
more or less different from what he wants. The foregoing con- 
siderations apply, particularly the conclusion that competing 
sellers tend to become too much alike. 

The mathematical analysis thus leads to an observation of 
wide generality. Buyers arc confronted evejywhtu'o witli an 
excessive sameness. When a new merchant or mamifactiirer sets 
up shop he must not produce something exactly like what is 
already on the market or ho will risk a price wmi* of tlie type dis- 
cussed by Bertrand in connection with ('‘ournot’s mineral springs. 
But there is an incentive to make the new })roduct wry rnucli like 
the old, applying some slight change which will seem an improve- 
ment to as many buyers as possible without ever going far in this 
direction. The tremendous standardisation of our furniture, our 
houses, our clothing, our automobiles and our education are due 
in part to the economics of large-scale production, in part to 
fashion and imitation. But over and aI)ovc llicsc; forc(‘s is the 
effect wc have been discussing, the tendency to make only slight 
deviations in order to have for the new commodity as many 
buyers of the old as possible, to get, so to sp(‘ak, hetivcni one’s 
competitors and a mass of customers. 

So general is this tendeney that it appears in the most diverse 
fields of competitive activity, even quite apart from what is called 
economic life. In politics it is strikingly exemplified. I’he 
competition for votes between the llepublican and Democratic 
parties does not lead to a clear drawing of issues, an adoption of 
two strongly contrasted positions between whieh the voter may 
choose. Instead, each party strives to make its jilatform as much 
like the other’s as possible. Any radical departure would lose 
many votes, even though it might Icarl to stronger commendation 
of the party by some who would vote for it anyhow. Jlach 
candidate “ pussyfoots,” replies ambiguously to questions, refuses 
to take a definite stand in any controversy for fear of losing votes. 
Beal differences, if they ever exist, fade gradually with time 
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though the issues may be as important as ever. The Democratic 
party, once opposed to X'l'otcctivc tariffs, moves gradually to a 
position almost, but not quite, identical with that of the Repub- 
licans. It need have no fear of fanatical free-traders, since they 
will still prefer it to the Republican party, and its advocacy of a 
continued high tariff will bring it the money and votes of some 
intermediate groups. 

The reasoning, of course, requires modification when apjdied 
to the varied conditions of actual life. Our example might have 
been more complicated. Instead of a uniform distribution of 
customers along a line we might have assumed a varying density, 
but with no essential change in conclusions. Instead of a linear 
market we might supi^ose the buyers sj^read out on a plane. Then 
the customers from one region will patronise A, those from 
another B. The boundary between the two regions is the locus 
of points for which the difference of transportation costs from 
the two shops c([uals the difference of prices, i.e. for which the 
delivered price is the same whether the goods are bought from A 
or from B. If transportation is in .straight lines (perhaps by aero- 
plane) at a cost proportional to the distance, the boundary will 
be a hyperbola, since a hyperbola is the locus of points such that 
the diff(Tencc of distance.s from the foci is constant. If there are 
three or more sellers, their regions will be separated from 
each other by arcs of hyperbolas. If the transportation is 
not in straight lines, or if its cost is given by such a com- 
])licatcd function as a railroad freight schedule, the boundaries 
will be of another kind ; but wc might generalise the term hyper- 
bola (as is done in the differential geometry of curved surfaces) 
to include these curves also. 

The number of dimensions of our picture is increased to three 
or more when we rei>resent geometrically .such characters as 
sweetness of eider, and instead of transportation costs consider 
more generally the deeivment of utility resulting from the actual 
commodity Ixdug in a different place and condition than the buyer 
would prefer. Each homogeneous commodity or service or eiitrc- 
proneur in a competing .system can be thought of as a point 
wserving a region .separated from other sucli regions by portions of 
generalised hyperboloids. The density of demand in this space 
is in general not uniform, and is restricted to a finite region. It 
is not necessary that each point representing a service or commod- 
ity shall be under the control of a different entrepreneur from 
every other. On the other hand, everyone who sells an article 
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in different places or who sells different articles in the same place 
may be said to control the prices at several points of the symbolic 
space. The mutual gravitation will now take the form of a 
tendency of the outermost entrepreneurs to approach the 
cluster. 

Two further modifications are important. One arises when 
it is possible to discriminate among customers, or to sell goods at a 
delivered price instead of a fixed price at store or factory plus 
transportation. In such cawses, even without an agreement 
between sellers, a monopoly profit can be collected from some 
consumers while fierce competition is favouring others. This 
seems to have been the condition in the cement industry about 
which a controversy raged a few years ago, and Avas certainly 
involved in the railroad rebate scandals. 

The other important modification has to do with the elasticity 
of demand. The problem of t he two merchants on a linear market 
might be varied by supposing that each consumer buys an amount 
of the commodity in question which depends on the (hjivered price. 
If one tries a particular demand function the mathematical 
complications will noAV be considerable, but for the most general 
problems elasticity must be assumed. The difllciilty as to 
whether prices or quantities should be used as independent 
variables can now be cleared up. This question has troubled 
many readers of Cournot. The answer is that either set of 
variables may be used ; that the q's nia}^ he expressed in terms of 
the p’s, and the p’s in terms of the g’s. This was not possible in 
Cournot’s example of duopoly, nor heretofore in ours. The sum 
of our q's was constrained to have the fixed value I, so that they 
could not be independent, but when the demand is made elastic 
the constraint vanishes. 

With clastic demand the observations we have niado on the 
solution will still for the most part be qualitatively true ; but the 
tendency for B to establish his business excessively close to A will 
be less marked. The increment in B’s sales to his more remote 
customers when he niovcs nearer thc?n may be more than com- 
pensation to him for abandoning some of his nearer business to 
A. In this ease B will definitely and apart from extraneous 
circumstances choose a location at some distance from A. But 
he will not go as far from A as tlie public welfare would require. 
The tempting intermediate market will still have an influence. 

In the more general problem in which the commodities pur- 
veyed differ in many dimensions the situation is the same. The 
elasticity of demand of particular groups docs mitigate the 
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tendency to excessive similarity of competing commodities, but 
not enough. It leads some factories to make cheap shoes for the 
poor and others to make expensive shoes for the rich, but all the 
shoes are too much alike. Our cities become uncconomically 
large and the business districts within them are too concentrated. 
Methodist and Presbyterian churches are too much alike; cider 
is too homogeneous. 

Harold Hotelling 

Stanford U niversity, 

California, 



INCREASED OUTPUT PER HEAD IN INDUSTRY IN 
THE U.S.A. AND U.K. 


In Memorandum No. 6 published by the Royal Economic 
Society, dealing with the output of industry in the United King- 
dom in 1924, the results of the 1924 Census of Production were 
compared with those for 1907 to obtain some indication of the 
change in output per head, and a rough calculation was also 
made for the U.S.A. over the same period by correcting indexes 
of physical production to aIlo\v for growth of population. 

The result obtained for the U.S.A. has been criticised as too 
low in view of figures frequently quoted in this connection. 
Perhaps the most general statement involving the most invidious 
comparison with the United Kingdom is contained in the llo})ort 
of the Committee on Industry and Trade (Further Factors in 
Industrial and Commercial which, after suggesting that 

the increase in the volume of out])ut per head in the U.K. Ixdween 
1907 and 1024 was relatively slight, quoti^s an estimate that in 
the U.S.A. between 1904 and 1925 the rates of increase of net 
industrial production and of horse power per head of (‘m])Ioyees 
were almost identical, viz., about 64 per cent. 

Another calculation, convoying the impression of a striking 
increase in output per h(*ad in manufacture in the l^S.A. quotes 
the increase between 1919 and 1925 at 40 per cent. 


Table I 



No. of salaried 
oflicera and 
vTuploycoH 

i (00<ij. 

Wage-earners, 
j avoragti 

riiimbt'r 

1 (000). 

Value j 

jwlded By 
inannfaetnre 
j {Mil. dollars). 

Wholesale 
]>ri (!0 index 

1913 - 100. 

1809 

;t04 

4713 

4>i«l 

75 

1904 

520 

5458 

5294 

85 

1009 

790 

55 1 5 

8529 

97 

1914 

954 I 

7035 

9878 

98 

1919 

1429 

S990 

24748 

205 

1921 

1141 i 

5938 

1 8272 

147 

1923 1 

1350 1 

8758 

25777 

154 

1925 

1 

8384 

25778 j 

159 


The data for these calculations arc mostly derived from the 
results of the official (Jensus of Manufactures conducted by the 
Department of Commerce. Those results were not quoted in 
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Memorandum No. 6, since the U.S.A. census years did not coincide 
with the period under review. The present article, therefore, is 
intended to supplement the calculations of the Memorandum 
with the help of the Census results and otlier available informa- 
tion. The Cencral Census Statistics of Manufactures in the U.S.A. 
covering the jicriod 1899 to 1925 are given in Table f. 

The calculations for output in the U.K. in ilemoranduin Xo. G 
were based on the num])cr of wage-earners, excluding salaried 
cm])loyces, and the same procedure is adopted below for the 
U.S.A. The iiguros in Table I expressed as percentages with 
1899 «as base jjive 


Table 11 



Wage- 

oarnersj. 

Value j 

a<l(lerl by i 
maiiufaetiirc. j 

IMioIeKale 

price 

index. 

Output 
per head. 

1S99 . 



100 

100 

100 

100 

1904 . 



1 IK) 

130 

114 

98 

1909 . 



no 

177 

129 

9S 

1914 . 



' 149 

212 

’ 131 

; 104 

1919 , 



191 

512 ' 

275 

105 

1921 . 



147 

1 37S 

190 

i 131 

1923 . 



1 SO 

1 534 

* 205 

132 

1025 . 



J 178 

554 

212 

i 


The ligures iii the last coliuu!!. for relative outjnit per head, are 
obtained by the admittedly cnule metliod of correcting the value 
of tile output by tlie change in the wholesale prii‘e index, and 
then for the increase in the iiuiulier of workers. It is interesting 
to compare these results with those given by M. Thomas in an 
arti('lo on Increased Kfliciency of American Industry, printed in 
the Amcriani Economic Beriew Supplement for March 1928, 
p. 122. Mr. Thomas has based his calculation ilirectly on quan- 
titative production figures derived from statistics of physical 
volunn* of prodiudion, and his figures for the number of jiersons 
engaged include salaried employers and proprietors as well as 
wage-earners. He give.s the relative output per worker in 
manufactures as follows 


isai) 

190-1 

1909 

19M 

1919 

1921 

I92:i 

1925 


100 

104 
110 

105 
104 
1U7 
132 
147 


Twnx III 
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The general movement indicated in Table III shows a fair corre- 
spondence with the results of Table IF, with a rather remarkable 
coincidence in tlie last two figures. The only wide discrepancy 
is for the year 1921. This can be largely explained by the fact 
that, in Mr. Thomas’ calculation, the inclusion of salaried 
empk^Trs raises tlic relative figure for the number of persons 
engaged (in 1921, a year of slump, the number of wage-earners 
was reduced in a much greater ])roportion, compared with the 
salaried personnel), and also because the correction for price 
changes is particularly unsatisfactory for 1021, when the index 
(19i;i — 100) foil 30 points over the year. 

The result obtained for 1921 in Table TI must llierefore bo 
rejected : otlicrwisc the method of correcting tlie value of net 
output for general ])rice changes does not sec'm to work out as 
unsatisfactorily as is often suggested. 

An interesting point that emerges is tlu; coin})arativoly low 
level of output per head in 1919 and 1921. Tins (‘onfirms the 
impression, also obtained by ob*servation in this c-ountry, tliat 
the post-war boom was eharacloiised by a relatively low total 
output produced by swolkai labour staffs and sold at very liigh 
l)rices. In 1919, asserts Jlr. Thomas, owing to post war adjust- 
ments industrial cflicieney was at a notoriously low level. It 
follows that the great increase in output ))er ])er.son in tlu> U.iS.A. 
between 1009 and 192.5 was a late dovelo])mont brough.t about 
ill the last four years of the period. Tlio qiuAation of the ])ost- 
wur increased output in the U.S.A., with tlio imi)lieati<)n that it 
is typical of the movement over the whole peiiod under 
does not present the case correctly. 

Since the issue of Memorandum No. 6 the Hoard of 'JVade has 
published its summary of the Preliminary lieixu ts of t he 1921 
Census of Production {Board of Trade Journal, Sc])lembcr 2o, 
1928). This summary deals with the results for (Ireat Britain 
only, whereas the ]\Icmorandum included the totals for Nortlicrn 
Ireland. In the Board of Trade comparison with 1997 the figures 
for Ireland arc (jxeluded in both years and outworkers arc excluded 
from the number employed. The total exclusion of Ireland 
removes a limitation which affeetod tlio (comparison fietween 
1907 and 1924 made in Memorandum No. 6, but, as suggested in 
that Memorandum, the results arc not greatly altered. Another 
correction, not nuule in the Memorandum, is the exclusion of 
the amounts of excise duties entering into the net output totals. 
The value added by these duties is not, of course, represented 

physical output, and since such duties have very considerably 
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increased compared with the pre-war period, their exclusion 
reduces the original 1924 values in a greater measure. 



Great Britain. 

As relatives. 

1907. 

1924. 

1907. 

1924. 

Gross output 

{£.Mn.) 

1698 

3853 



Cost of material und of work tjivL'ri out to 





bo dono on goods 

(£ Mn.) 

3009 

2156 



Not output 

(£Mn.) 

689 

1697 

100 

246 

Lriss oxciso duties included 

• 

U 

93 




(£ Mn.) 

67.6 

i 1604 

100 

: 238 » 

Numbers employc'd 

. (000) 

6687 n 

7612-8 

100 

; 113-8 

Net <)utj)uL per person ernplovf tl 

. (£) 

100-9 

210-S 

lOO 

1 209 


I t may he of interest to reem'd tlie separate resulls for Xorthern 


freliuul in 1924 : 

dross value of output .... £68 Mn. 

Net value of output ..... £24 Mn. 

Xum])ers employed l.>8,50n. 

Xet output per person employed . . . £151. 


The Hoard of Traile is rightly eliary of selecting any definite 
figure representing tlie (diango in jiriies ov(‘r the iieriod, which 
could he emjiloyed to reduce the 1924 output to 19t)7 values. 
4\h(i rise in the general indt^x of wholesale prices over tlio jieriod 
is given as hetw(‘en 89 and 88 per cent. If wc apply tlu? higher 
ligurc and the Ihjard of Trade is careful not to do so the 
(juautum of the total net output in 1924 would show an increase 
on the 1997 (jiianlum of 27 per eent. and the output i)er head an 
iiuTcase of 11 ])er cent. Since the use of the general wholesale 
price index to correi t changes in the value oi tlie net output 
stems to have worked out satisfactorily in the case of the U.S.A.. 
the results olitained for (}r(‘al Britain hy the same method should 
not he rejected summarily. If we could acce]>t this result, the 
increase in output, altlioiigli not salisfactory over so long a 
period, is large enough to warrant some modification of tlie 
I)essimisti(J eonelusions eoncerniiig British industry, based on the 
assumption of no increa.se in output per head. ^Moreover, it fits 
in heller with observed facts concerning the rise in the standard 
of living. 

The Board of Trade seems inclined to favour the assumption 

' Iiioorrc(*tly siutoil in Botird of Thidc Jounudy Soptt’iubor 20, 102S, 
Supplement, p. viii, eol. 2, us n ri'^e of 12S per eent. 
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of an average rise of about 100 per cent, in prices between 1907 
and 1924, and on this assumption total not output would show 
an increase of 19 per cent, and output per head an increase of 
5 per cent. Tlie Board points out, wliat is clear from the relative 
figures for net output per head shown in the table above, that 
“ if net output per head was only as great in 1924 as in 1907, 
the net effect of price changes cannot have been greater than 
that arising from a uniform increase of about 109 per cent, in 
prices."’ 

We may summarise these calculations as follows : — 


PricH Index for 1924. 
(1907 - 100.) 

ISO 

190 

200 

210 


Totftl quantitative net 
output in 1924. 
(1907 r- 100.) 

132 

I2r» 

1J9 

113 


Quant ilativo output jxu* 
head in 1924. 
(1907 100.) 

115 

110 

105 

100 


Professor Bowley, in his ^lemorandiim on a New Index 
Number of Wages (see ^Memorandum No. 12 of the Boval 
Economic Society), has j)rcsented a calculation of out])ut changes 
in a somewhat different form. Tht^ gross out put of 1 924 is reduced 
to 1007 values by taking the change of ])ric(^ in manufatdures 
over the ])erio(l as -f 95 per cent. ; the? cost of materials in 1924 
is similarly reduced to 1907 values, but the change of jirice in 
this case is taken as + 75 per cent. Subtraction of the second 
result from the first give.s the 1924 total net output in 1907 value's 
and the increase works out at I.‘] pen* cent. Since the' iiuinljcr of 
persons emjiloyed increased l)y 13-S per cent, the iM:)uclusion is 
that output ])er head in 1924 was nearly the same as in 1907. 

A rough interpolation in the U.S. results talj](‘(l alcove indicates 
an increase of about 30 per cent, in oul[)ut j)er head in 1924 
compared with 1907, and, as shown above, the ineimso was 
crowded into the last few years. Whether this increased output 
is a result of prosperity or the prosperity a Ji'.sult of the increased 
output, is not within the purview of this paper. It may bo 
asserted, however, that at no time since 1920, and pro])ably not 
even in that year, lias the productive cajiacity of British labour 
and equipment been fully extended. 


G. L. Schwartz 



SOME RECENT PUBLICATIONS ON INTER-ALLIED 
INDEBTEDNESS AND REPARATIONS. 

Das interriadonale ScJmhhv problem by J. Friedhicii in Moll's 
Probleme des Geld uml Finnnztcesens, Bd. VII. (Lcipsic : 
Ak. Verlagsges. 1 928. Pp. 352.) 

The War Debts. An American view. By P. Dexter and J. H. 

Seikuvick. (New York : Macmillan. 1928. Pp. 173.) 
lief niungspoUiik eder lielei/nmgspoliiik' ? By M. d.Boxx. (Ber- 
lin : S. Fischer. 1928. Pp. 139.) 

A7acrica}i Loans to Germavtj. By R. R. Kuczynski. (New York : 
Macmillan. 1928. Pp. 378.) 

Trayisfer des reparations ct le plan Dams. By H. D. Oideoxse. 

(Lausanne: Payot. 1928. Pp. 124.) 

Rcparationslasfen und Kapitalbildiing. B. 174. IV.. Schr. d. Ver. f. 
Sozial]). By If. Rit.sciil. (Mimieli : Diincker. 1928. 
Pp. 39.) 

11 probleina delle reparazioni. By E. Fossatt, con pref. del. 

Prof. P. Sreixo, (Pavia : Universita. 1928.) 

The International Accounts. By C. Lewis. (Now York : 
Macmillan. 1928. Pp. 170.) 

The literature on inter-allied indebtedness and reparations is 
growing every day. Dr. I'riedrieh’s book is a noteworthy contri- 
bution to this question. The title, however, is somewhat mis- 
leading. Instead of “ The International Debt Problem " it 
should be called : “ The History and Present Position of Inter- 
allicul Indebtedness.” 

As a general review of tlie origin and the preliminary settle- 
ment of inter-allied indebt(‘dness Dr. I'rieilrich's book is a good 
systematic survey of the whole question. The author has studied 
with great care all the materials concerning inter-allied debts and 
the immense literature on this subject. There are no original or 
important conclusions; perhaps the nationality of the author 
induced him to treat the iiiter-allied debt problem with some 
reserve, and he conlined liimself to a systematic review and 
statistical compilation- and he lias done it with ability. We may 
note only that the author lays great stress on the fact that the 
Allied debtor nations have always tried to make their debts and 
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reparation payments interdependent (p. 121), and that in practice 
America becomes the ultimate receiver of the payments under the 
Dawes plan (p. 323), although all the Governments professed not 
to confuse the question of reparations with the question of debts. 
And the final settlement of inter-allied indebtedness, Dr. Friedrich 
contends, seems to be possible only with the simultaneous settle- 
ment of reparation payments (p. 137). 

The author devotes mucli attention to the transfer problem. 
Ho thiiilvs that this problem has not been considered with all the 
seriousness it deserves, because usually in the practical settlement 
the Allied Governments were guided only by capacity to pay. At 
the same time the debtor nations have tried to safeguard them- 
selves in this respect by means of their demands against their own 
debtors or German reparations. Dr. Friedrich quite rightly 
describes the ditfieulties of the transfer ])r()!.)l(mi : not only nevtu* 
before have economic difficulties of that kind been known (because 
only the Great War has creat(‘d immense inttu’uational debts with 
no assets behind them), but the chief creditor nations inevitably 
resort to protection, or antidumping, or safeguarding and r(‘ject 
deliveries in kind. Therefore reinvestment in tlu‘ de}>tor nations 
became a necessity and a natural consequence. 

The restoratio]! of a stable currency and of a balanced budget 
were indispensable measures for the resumption of debt paynu^nts. 
The comparatively small initial instalments seem to be agre(‘d to 
as a matter of precaution and in the concealed ho])i^ of further 
readjustment and alleviation. J)r. Frit^drich gives a short review 
of the principal opinions on the moral and economii^ iispects of 
inter-allied indebtedness, and illustrates the inadequacy of all 
calculations of the so-called taxable caj)acity of the individual 
nations. 

A good bibliography and statistical tables on the movement of 
inter-allied indebtedness are added in the aj)})enriix. 

The book by Messrs. Dexter and Sedgwick is simply an attempt 
to draw' together and consider the validity of some of the arguments 
for and against the payment of the war debts due to the TTnited 
States. They considc^r that the present relations between the 
United States and the Allies arc unsatisfactory, and that there is a 
growing antipathy in Furope to the United States. The desire of 
the United States to collect debts being the occasion and one of the 
causes of tliis enmity, the authors try to formulate “ an American 
view ” on the subject. It is not a learned book,” there are no 
footnote references to authorities or descriptions of the origin and 
nature of the Allied debts. 



1929] INTEll-ALLlED 1NJ)EBTKDNES.S ANJJ RErAKATlONS 


05 


The authors criticise at some length especially Mr. Snowden's 
arguments for the cancellation of the Allied debt, and resent the 
expression used by Mr. Snowden, who called this debt an 
“enormous annual tribute”; the Americans “arc, in fact, 
receiving payment of money uhich they lent and which the 
borrowers undertook to repay.” 

Messrs. Dexter and Sedgwick think that “ the question of the 
war debts is not to be settled wholly by cold reasoning, and still 
less is it a legal question,” but nevertheless they arc inclined to 
give up what makes the conscience of some of their countrj'men 
such as Professor Taussig uneasy. “If Ainericaiis can afford,” 
they say, “ to give up the money, they may do well to relieve the 
Allies from the reminder of inferiority ” of a debtor Government , 
because ” Sentiment is a factor in this present world of close 
communication and annihilated dMances which the books and 
Vdaekboards generally forget.” 

At last they roJiie to the conclusion that Americans would do 
well to cancel the debts and put the burden of paying them on 
American taxpayers, provided they can make Europe really 
understand that it will not be possible to induce the United States 
to lin«'incc their next war. In the meantime Americans will also 
do well, tliey say, to stop lecturing Europe and instructing 
foreigners as to their own moral superiority, the magnificence of 
their ideals and the excellence of their methods in dealing with all 
human affairs. 

Befrci lOi ff spoilt ik' mlar BekihnnfjKpoUtH: I by Professor Bonn, 
is a theoretical discussion of the. Keparations problem in popular 
form. He points out that reparations payments have been 
successful only bccaUvse of subsequent reborrowing from America. 
tSuch a policy of borrowing does not lead to the liberation of 
Germany. The chief problem of reparations is the cleternii nation 
of the exact amount of Germany’s debt. The author favours the 
substitution of the present reparation debt for privately floated 
debentures which will do away with the financial control of foreign 
nations and liberate the occupied regions of Germany. Such a 
substitution can be achieved only if the whole reparation debt is to 
be fixed at an amount bearable l)y the German nation. 

The possibility of reparation payments will depend on a 
balanced State budget : not only should deficit be avoided at any 
price, but the system of an “ extraordinary budget ” which in the 
past used to be covered by new loans should be abolished. The 
author docs not fear the rise of unemployment and the temporary 
lowering of the national standard in this ease because only rigid 
No, 153.~-vol. xxxix. 
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retrenchment and saving can alleviate the present position. Above 
all, the economic policy of Germany must be directed towards low 
production costs in German industry : the system of protective 
tariffs cannot help in existing circumstances. Still the margin left 
in the State budget after the deduction of revenues mortgaged for 
reparation payments is too narrow, and there is little hope that it 
will suffice. 

No doubt Professor Bonn’s theoretical discussion of the 
reparation problem is very able and impartial. But unfortunately 
it is, to my mind, too abstract and does not go to the root of the 
most important points at issue. It is no use talking about 
substitution of the reparation debt for private debentures before 
final settlement of the total amount of this debt. In ])ractice it is 
impossible to avoid discussion of the so-called “ ca])acity to pay,” 
and here there are hardly any standards to be rofcrrcMl to. The 
reorganisation of industry, low cost of production and free trade 
are principles of ])aramount importance, but their realisation is 
confronted with insuperable difficidties. 

Germany’s capacity to ])ay and all the principles to be observed 
in this case have not yet been made sulliciently clt*ar in the existing 
literature and official publications. Undoubtedly, no definite 
criteria can be formulated, and very often the discussion of this 
delicate question is obscured or infliu‘nced by the nationality or 
personal sympathies of the writers. Still, one dediictif)n seems to 
be certain ; much will simply dej)end on the attitude of America 
towards the Allied indebtedness, and there will bo much friction 
between the reparation creditor jiations and Germany ; as soon 
as America shows its willingiie.ss to make concessions, the Allied 
governments will reduce their claims too. 

There is no practical possibility for Europe of repaying its 
enormous debt to America without endangering European economic 
prosperity and European social peace. Imagine that a modern 
Portia were to insist on repayment of the Allied debt of 2400 millions 
according to w^hat the words (of the agreements) expressly 
are,'' viz. ‘‘ in the United States gold coin of the present standard 
of weight and fincnes.s ” ; it would take exactly one hundred and 
seven years to recount this money, if the money were to be delivered 
at the rate of two hundred lialf -eagles or sovereigns a minute during 
six office hours a day and 1310 da 3 ^s a year. And still less to my 
mind is Germany capable of enduring for dcccnniums to come the 
present burden of the Dawes plan payments, at any rate by 
ordinary means of a normal trade balance, without endangering 
its normal economic development and social peace. 
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The American relcnding to Germany means only a postpone- 
ment of an ultimate payment. A foreign debt with no assets 
behind it is always a calamity. Some kind of dumping and 
similar devices will be necessary, and the creditor nations will 
certainly try to protect themselves. 

The tax burden of the individual nations is no appropriate 
criterion for measuring their respective capacities to pay : at any 
rate, in calculation of this kind the amount of internal public debt 
charge is to be deducted from the whole amount of taxation, 
because it means only a redistribution of national income. On the 
other hand, the taxes may be very high but their pressure may be 
low, namely, in cases where the proceeds are mostly devoted 
to productive purposes increasing the efficiency of the national 
industry. It is equally impossible to measure the prosperity of a 
nation by the consumption of certain commodities, because there 
may be a great ditlerence and fluctuation in the savings impulses 
of a- nation, and the (Hovernment has no means of influencing its 
])opulation in this respect : this especially applies to countries, like 
(Germany, which passed through a period of inflation. 

Germany’s reparation payments will chiefly go to the payment 
of Allied debt to the United States. The European debtor 
countries will practically get no refund of their assets destroyed by 
the Great War, and the chief difficulty of the transfer problem will 
lie with Germany. It has been argued lately that European 
payments to America are largely counterbalanced by American 
tourist expenditure in Europe (about 017 million dollars in 1927). 
No tloubt this helps the transfer problem, but it is very difficult to 
convince the European workman of the necessity of lowering his 
standard of life simply because Europe " has to repay the American 
debt or should facilitate American tourists in their enjoyments 
and worldly pleasures in Euroj)e. 

We should not draw too black a picture of the prospective 
settlement of the whole question. By means of reinvestment in 
Europe, tourist expenditure, deferment, artificially strained bank 
rate, etc., the problem will be solved, but at any rate Europe, 
and Germany in particular, will in the same degree be compelled to 
suffer economically and to postpone their social pacification and 
the healing the wounds of the terrible w'ar. In spite of a remarkable 
recovery and great economic achievements Germany is weak 
in her capacity to pay because she is poor in natural resources, 
over-populated, her trade balance is necessarily unfavourable, 
wages are comparatively low and unemployment is rising, and 
must continue to rise with the progress of reorganisation of 
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industry. This in its turn means a danger and a menace to social 
peace. 

The publication of Professor Kuczynski in the “ Series on 
International Economics ” issued by the Institute of Economics 
is a careful description of foreign loans contracted by Germany 
since the inauguration of the Dawes plan, viz. from 1924 to 1926. 
Special attention and detailed analysis is given to loans publicly 
offered to the United States. There is neither any attempt to 
draw conclusion as to the wisdom of such borrowing nor any 
appraisal of the character and terms of these loans. 

After a general review' of loans contracted by Germany aiul a 
description of some of tlic most important privately placed loans, 
Professor Kuczynski describes sYstematically all the details of 
the German loans publicly offered, analysing the prospectuses, 
aj)plications and agreements and the terms (ff American loans, 
the purposes of such loans, the types of securities, the payment 
provisions, optional and compulsory amortisation, the yield to 
subscriber, the provisions for security and the burden to the 
borrower. 

The total ])ar value of German public borrow ing from 1924 to 
1926 in the United States appears to amount to 08 1 million 
dollars, and in other countries to 304 million dollars, a total of 
885 million dollars, wliich figures include tlie re])aration loan 
according to the Dawes plan; the annual charges will amount to 
ajiproximately 70 million dollars in the average of years lf)25-'i>l. 
But these figures do not include (ierman foreign obligations 
incurred through the sale of real estate, of securities, etc. during 
the inflation period. These items seem to be very considerable, as 
w'e may infer from the fact that the pre-war value of the Berlin 
real estate owned by foreigners is estimated 1 or 11 milliard 
dollars. 

Transfer des reparations cl le plan Datves, by Professor Gkleonsc, 
contains no new ideas or practical proposals. The author expounds 
the principal view^s on the transfer problem of the Dawes plan. 
He is of the opinion that Germany is capable of bearing the 
present annuities of the Dawes plan internally, but that the 
transfer of these sums is difficult and possible only by means of 
American reborrowing. The payment of the w'ar indemnity of 
1871 was based on the same principles, but at that time France had 
large assets abroad. Now Germany is the primary source of the 
payments and America the ultimate receiver. Therefore the 
attitude of the American Government will virtually determine the 
whole problem. Mr. Gideonse is optimistic in this respect, and he 
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cites in corroboration the words of Mr. Andrew Mellon, that “ tlie 
entire foreign debt is not worth as much to the American people in 
dollars and cents as a prosperous Europe as a customer.” 

A detailed bibliography is annexed to Professor Gideonse’s 
book. Together with the lists compiled by Dr. Curth in the 
W elhvirtschaflliches Archiv and by Dr. Friedrich, we have an almost 
complete bibliography of the most important publications on this 
problem. 

Professor Ritschl points out in his paper, Reparationslasfen 
mid KapiUdhildmig, with great emphasis that the transfer problem 
has obscured the real difficulty and danger of the Dawes plan, 
viz. the great burden of the reparation payments. It was never 
contemplated or supposed by the Dawes scheme that rejiaration 
payments should be replaced by further borrowing from America. 
Such borrowing is dangerous for the future and conceals the fact 
that Germany’s indebtedness increases like an avalanche. A 
normal inteinal accumulation of capital is replaced by foreign 
accumulation at a high interest. Instead of a socially dangerous 
and psychologically difficult retrenchment of consumption by the 
German population, the only result of the reparation payments has 
been a diminution of internal accumulation, Ritschl hopes that 
the revision of the German indebtedness will bring a substantial 
reduction of the present burden. By the annulment of the internal 
debt during the inflation period the German nation as a wliole has 
reaped no benefit, and there Is no justification for a special burden 
on industry siniph^ l)ecause one part of the German nation profited 
at the cost of the other. 

Ritschl is perfectly right in this assertion : the annulment of 
public and private debts and mortgages through inflation has in 
no way increased the capacity of the German industry to pay 
(Sig. Pirelli’s assumptions on this point are certainly erroneous), 
and the inflation calamity lias only weakened Germany’s economic 
strength. 

On the whole Ritschrs little paper contains some important 
considerations in favour of the German cause. 

Dott. Fossati’s book is a student’s work on the history of 
reparation and the first year and a half of the Dawes plan written 
under the auspices of Professor Supino of Pavia University. 
Having been finished in the beginning of 1926, this essay is, no 
doubt, out of date for the present-day reader, especially after the 
appearance of the well-known books of C. Bergmann and H. 
Schacht. 

In questions of inter-allied indebtedness and reparations much 
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importance will be attached to statistical data presenting the 
results of the trade, service and financial operations between any 
given country and the rest of the world on comparative lines. The 
Iniernational Accounts, by Cleona Lewis, is a constructive criticism 
of methods of international accounts of this kind. The author not 
only gives a detailed review of existing publications on inter- 
national accounts, but suggests his own methods. It is a very 
able critical study on the subject. 

Paul IIaensel 



SHAVIAN SOCTAIASM. 


The Iniellujenl Womm\s (inide to Socialism and Capitalism, 

By Bernard Siiaw. (London: Constable. 1928. Pp. 495. 

15 . 9 .) 

Mr. Bernard Siiaw has gallantly eroditod the intelligent 
woman witli a large measure of assiduity, leisure, and money 
beyond what, on his own fhowing, she is likely to have. The 
melancholy fact about this book is that, of those who are as 
unlearned as it supposes, only one in a thousand will have money 
to buy it and time and energy to road it. Still Mr. Siiaw can 
(and no doubt will) fairly reply that the force of this objection 
is much reduced by the fact that he is the author ; for the chances 
that the ignorant and intelligent woman will get through four 
hundred and ninety-five pages of Shaw are anyhow greater than 
the ohancos that she would get through, say, three hundred pages 
of any of the introfluctions generously written by professional 
economists for her edification. 1 have said ‘‘ the ignorant and 
intelligent woman,” because throughout the greater part of the 
book tlio author does assume that his reader has never con- 
sidered even the most elementary facts of her relationship to her 
landlord or her tradesmen; but it should be added that there 
arc lapses from this standard, as when it is taken for granted 
that Torquemada will be a household name to her. And we 
may suspect that it is just when Mr. Shaw is widting on subjects 
that are comparatively fresh and interesting to himself (the 
Russian Revolution, for example) that he forgets to be didactic 
and becomes more than ordinarily interesting. 

The plan of the book is simple. Defining Socialism as equality 
of income, the author explains why such equality is preferable 
to any conceivable form of inequality. Such alternatives as 
payment by deserts, payment by class, payment according to 
what you produce arc rapidly disposed of, and the intelligent 
woman is thrown back on equality as the only basis of payment 
which cannot be shown to bo stupid and immoral. She is offered 
also some positive arguments in its favour, as, for instance, that 
an equal distribution of income 'would make the production of 
different kinds of goods correspond pretty closely to the real 
need for them throughout the whole commimity. At present 
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everybody knows, or should know, that demand is a false index 
of need, because, as the economist (but not Mr. Shaw) would 
put it, the marginal utility of the money in which it is expressed 
is not the same to all consumers. 

Absolute equality of money income must indeed, according 
to Shavian Socialism, be modified in one or two points. Differ- 
ences in the agrecablencss of different occupations must be com- 
pensated for by differences in the hours to be worked at them. 
At least so it appeal’s in the early chapters, though later in the 
book (p. 328) we are told that brain-workers cannot work as 
long as manual workers, and that when w^e have allow^ed for 
]>eriods of necessary rest and recuperation (which are not leisure) 
the true leisure time remaining ought to be roughly equal for all 
workers. 

Mr. Shaw’s next task is to show' up the weaknesses of the 
pre.sent industrial system of inequality ; and w ho could do this 
more delightfully than he ? The inevitable conflict of private 
and public interest w'hich Adam Smith did not see behind his 
invisible hand ; the absurdities and wastes of our social classes 
with their artificial separations and their dysgenic limitations on 
marriage; the rise of Trade Unions pretending to overthrow 
capitalism and yet playing the capitalist’s own game — those arc 
fit targets for the Shavian darts. Most of the subject matter is 
nece.ssarily an old tale rewritten, but on the subject of class Mr. 
Shaw allow's himself more originality. The ris(' of the middle 
classes of professional w'orkers living by their wits and providing 
the bulk of the active employers in pre-company industry he 
traces to the combined effects of primogeniture and large families, 
resulting in a handsome supply of younger sons with the speech 
and manners, but not the .substance, of the prosperous gentry. 
But in our own time the growth of the joint stock company on 
the one hand, and the gradual opening of educational oppor- 
tunities to the abler and more energetic sons of the proletarians 
on the other hand, have, he thinks, effectively^ broken down the 
once lucrative monopoly of the middle class ; so that that class, 
in his view, is now “ the least eligible ” in the community. Having 
got so far, it seems a pity that Mr. Shaw did not go a^little farther 
and do for the Socialists what so badly needs to be done — that 
is, restate their current theory of class relationships. Mr. Shaw' 
recognises explicitly that the modern company has destroyed the 
old-fashioned employer; but unfortunately he has not taken 
account of the implication.s of this discovery when it comes to 
sorting ns all out into our proper classes, ’rhronghont most of 
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hiH liook the old dualism of capitalist and proletarian appears 
unchallenged; and the author does not do more than remind 
us that we must not expect to find all the proletarians active 
militarists on the side of their class, nor all the capitalists 
upholding the i)rivileges of theirs. 

After an incisive examination of capitalism in general we are 
treated to some chapters about the system as it affects the intelli- 
gent woman in particular, with a digression about money and 
banking and the naughtiness of ignorant speculation. On these 
subjects Mr. Shaw is quite distressingly orthodox, except when 
he wishes, in common with most of his fellow socialists, to national- 
ise or municipalise the banks. He holds that it is the first duty 
of a government to maintain the stability of monetary values 
and he advocates tlie gold standard as more prudent than any 
fancy currency schemes. In these chapters he becomes so much 
like the professional economist that he is almost dull. 

We are next told how the road to the equality which is social- 
ism is paved with the inevitability of gradualness, and how 
violent measures without proper preparation are bound to defeat 
themselves. Equality: Mr. Shaw^ thinks, cannot be obtained 
without the p\iblic ownership and operation of nearly all industry ; 
and this wdll not be broiight about over-night. In fact wt shall 
get there best by going on much as we are going, except that we 
might go rather faster, and with less quarrelling and more 
definite ideas about our destination. In the end w^e shall arrive 
at a point when we shall discover that such inequalities as remain 
are really not worth bothering about : and that will be socialism. 
This section of the book w'ill annoy the doctrinaire socialists 
exceedingly. But, if it is not an imix*rtinence to accuse Mr. 
Shaw of eommon-sense, it might be said that it is in these 
chapters that that quality is most eonspiciiously displayed. 

In his last hundiTd pages Mr. Shaw' allows himself the luxury 
of talking round his subject a little, saying his say about the 
bearing of socialism on marriage, on education, on religion, and 
on other aspects of the subject w hich arc not primarily economic. 
Of these I wdll only say that botli the professional economist 
(whose business, strictly sjx^aking, they are not) and the intelli- 
gent woman (whose business they most decidedly arc) will not 
put the book down without having read them. 

And now' for a little serious consideration of what Mr. Shaw’s 
economics amount to. Lovers of equality (I am one) will natur- 
go a long w'ay with him. Lovers of Shaw' will have the 
same >)ins, for a different reason. Particularly forcible is his 
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appeal for equality on the ground of simplicity, and his emphasis 
on the arbitrary quantitative decisions that you must make once 
you admit inequalities. If we had only to decide who ought to 
be paid more than who, we might conceivably get a scheme of 
distribution which would at least roughly commend itself to 
popular ideas of reason and justice. But wc have to do more 
than that. We have to say every time how much more A sliould 
have than B ; and on that none of us can ever agree. The only 
possible solution is tlie present one — tliat A sliould have as much 
more as he can get. And tliat is persistently repugnant to some 
possibly inexplicable, but certainly widespread and tenacious, 
ideas about reason and justice alike. 

Secondly, Mr. Shaw is to be thanked for repeatedly reminding 
the intelligent w'oman that she lives in a state of flux. The 
intelligent man, and not least the intelligent socialist, is extra- 
ordinarily apt to overlook this fact. Half the current discussions 
of socialism (on both sides) are stuj)id niul barren because they 
oppose an ideal system to an existing condition of things which 
is described once for all in fixed terms. If Mr. Shaw can teach 
the active socialist propagandist (and he has tried very hard to 
make the point clear) that capitalism is not the same yesterday, 
to-day and to-morrow, he will have done more to create sense 
and order in economic life than by the instruction of any number 
of intelligent women in the elementary principles of money. 

Lovers of equality and of Shaw will, however, alike 
regret the points at which the intelligent woman is (uther left 
without guidance or positively misled. She will, for example, 
put down this book with rather hazy ideas about the nature and 
purpose of saving. Mr. Shaw is obsessed with the idea tliat 
capital consists, not in instruments of production, but in the 
spare subsistence consumed by the workers who make these 
instruments. This is quite a harmless way of using the term, 
but it seems to have led him into some rather odd confusions, 
such as that wc could not all save at once ; and to ratlier point- 
less disquisitions about the impossibility (which no one denies) 
of “ lunching on boiled aeroplanes and “ dining on toasted 
steam-hammers.” 

Again, though wc w'ould all like her to be cheerful, the intelli- 
gent woman must not be encouraged to live in a fool’s paradise. 
She must be practical and realistic. But her teacher does give 
her a very rosy view of the wealth of the world in which she 
lives, or might easily live ; and he does not forestall her ques- 
tions with any convincing evidence as to ways and means. To 
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say (p. 38) that “if we each took our turn and did our bit in 
peace, as we had to do during the war, all the necessary feeding 
and clothing and housing and lighting could be done handsomely 
with less than half our present day’s work,” is to make a state- 
ment of quantitative fact which is not so generally admitted that 
wo can dispense with quantitative evidence in its support. None 
is offered. Similarly in Chapter 25 Mr. Shaw dismisses very 
light-heartedly any misgivings that the intelligent woman may 
feel as to the danger of ovcr-po])ulation. She may, at the 
moment, be compelled to limit her family for economic reasons ; 
but it is to her womanly instinct rather than to her intelligence 
that her teacher appeals when he assures her that equality will, 
of itself, both abolish poverty and put any such necessity for 
birth control out of sight for a long time to come. 

Not less serious is Mr. Shaw’s complete silence on the subject 
of how the workers of the socialist world are to be distributed 
among the various occupations wdiich they are to pursue. We 
are told that in that world it will bo consid(‘rod unladylike (and 
no doubt ungeutl(*manl>' also) to take your bit without also doing 
your bit: that idleness, and not work, will be thought vulgar 
and degrading. A large number of the hard-working and intelli- 
gent women who read this will be ready em)ugh with the salutary 
comment, “ And about time too.” But it is not good for their 
edneatiou or for Mr. Slnw’s socialism that the matter should be 
left there. And an author who has been so eloquent about the 
importance of quantitative decisions in his chapters on inequality 
of incomes has the Ies.s excuse for leaving it there. Certainly, 
we must all work ; but who is to do what work, and how" much ? 
How many dockers do you want, and how many teachers ? Again, 
in his discussion of nationalised banks, Mr. Shaw tells us that 
the publicly-owuied banks w’ould “ distribute capital as cheaply 
as possible for the good of the country to all the businesses, large 
or small, that needed it ” — in contrast to the ” profiteering 
financier.” But this, too, is not enough. Unless and until 
there is siqierabundanco of capital for all demands the banks 
must decide somehow how much is to go to each worthy 
applicant. 

The excuse for deserting the reader at this ]>oint is, no doubt, 
the difficulty of the problem. Mr. Shaw' probably felt that his 
own intelligence was not equal to it, and on tliat account left it 
to that of the intelligent \vomaii. For this he ought to have 
the sympathy of liis fellow^-socialist writers, of whom nearly all 
(not excluding his present critic) must probably plead guilty at 
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some time or otlier to having shirked this same problem. For 
this is indeed the most fundamental and the most obstinate 
difficulty that faces every lover of economic equality. As soon 
as incomes cease to be based on economic values they cease also 
to act as governors regulating the distribution of labour. To-day 
every wage is two things — something on which its recipient must 
try to live, and something to measure the need for workers in 
the particular calling for which it is offered. Likewise every 
profit is an index of demand as well as the stolen hoard of a 
profiteer. 

Admitted that the present system of distributing labour by 
wage variations works abominably. Admitted that we do not 
all think alike about the relative attractiveness of various occu- 
pations, and that some people want to do dangerous work as 
much as I want to be safe and comfortable. Admitted that the 
obstacles to economic mobility of every kind are so enormou.s 
that it is a farce to pretend that most of us are more than immobile 
lumps of conservatism heaped in '' non-competing groups.’* 
Admitted that our only machinery for hinting to the South 
Wales miners that the demand for their labour has diminished 
is atrocious and cruel. Yet the fact remains that we have only 
just begun to think of inventing any more rational and humane 
machinery to take its place. Progress with this invention is a 
most urgent necessity for any capitalist community which is not 
completely insensitive to human values; and it is particularly 
important for a capitalist community which, like ours, tempers 
the rigours of the labour market by minimum wage regulations. 
But the problem is a hundred times greater and more ])re.ssiiig 
for any society which, by equality of payment to all, divorces 
income from the economic value of work done, and thus finally 
deprives us of such poor guidance as we already have concerning 
our choice of occupation. And here we have no help fi‘om the 
Shavian oracle. 

Finally, Mr. Shaw is gtiilty of a few minor inaccuracies against 
which the intelligent woman must be warned. No doubt it is 
impossible to wTite five hundred pages without a sprinkling of 
these; but the great should be peculiarly sensitive to the fact 
that a reputation is never a proper substitute for accuracy. The 
intelligent woman must not be led to believe that “the wages of 
all the miners are kept down to the poverty of the worst mines ” 
(p. 109). Let her compare the Forest of Dean with the East 
Midland field, and she will learn better. On p. 113 Mr. Shaw, 
as a surtax payor, ought not to let the intelligent woman fear 
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that income tax and surtax alone at their present rates can ever 
mulct her of more than half her income. On p. 290 some figures 
relating to the National Debt are a little odd. Sinking Fund 
seems to have got thrown in with interest. Mr. Shaw, indeed, 
hastens to explain that he is using round figures only ; but even 
round figures ought to make some pretence of squaring. 

Barbaiia Wootton 



REVIEWS 


A Study in Public Finance, By A. C. riGOC, M.A. (London : 

Macmillan & Co., Ltd. 1028. xvii + 323 pp.) 

This is a difficult book to review. It is not, however, a diffic ult 
book to appraise. It has the qualities which have given its author 
the high position which he occupies among the world’s economists. 
Because it deals always with real problems ([)articularly with 
such problems of public finance as come within the competence of 
the economist qua economist), and because it is cojis})icuously free 
from academic padding, it is a much more valuable book than the 
ordinary S 3 "stematic treatise on public linaru e. lUit its dilliculties 
(for the reviewer) an^ intimately related to lliesc adiniral)le 
qualities. Professor Pigou hews his way forward in a straight 
line through a succession of tangled problems. Ih? (evades no 
difficulties, and never pauses to give himself or liis n‘aders a rest. 
Nor is aii}^ time wasted in survejdng familiar ground. Professor 
Pigou is consistently an oxjdorer. Ills interest is always in the 
margins or frontiers where, b}" dint of painstaking analysis, new 
knowledge is to be liad. INery eha])tci-, ther(‘lore, bristlt‘s with 
difficulties. Almost cvciy page, in fact, invites the reader to 
ponder either premises or inferences, (lenerall^y the result of 
such pondering will be to reassure the reader that lie could have no 
safer guide tlian Professor Pigou. At a few ])oinls, however, he 
may be led to surmise that difficulties have been diN;posed of in 
too summary a fashion. For such reasons a really adequate 
review would take the form of a running commentary on the text. 
That being impracticable, the best that can be done is to select a 
few topics for comment. 

One feature which sets the book apart from most of the older 
discussions of similar groups of problems and which help.s to give 
it its value is the emphasis put upon the distinction between 
“ transfer expenditures,” which merely rcdistri))utc the money 
incomes of the members of the community, and “ exhaiistivo 
expenditures,” which determine directly the uses to which j)ari 
of the communit^^’s lu’oductivc resources shall be ])ut. This 
distinction is fundamental, not only in public finance, but also, 
as I believe, in the theory of money (in respect of both private and 
public expenditures) and even in general economic theory. 
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Professor Pigou’s analysis of the grounds upon which the dis- 
tinction rests (in public finance) and his discussions, immediately 
following, of the sources of funds for exhaustive expenditure and 
of “ the relation between what Government gets and what tax- 
payers and loan-makers surrender ’’ are particularly good 
summaries, marked by clarity and penetration. Emphasis is also 
put upon the distinction between the ‘‘ distributional ” and the 
“ announcement ” aspects of taxation, and the distinction is 
employed in a helpful and fruitful way. 

In what is said about the criteria of justice in taxation familiar 
matters are dealt with, but nothing is taken for granted and a 
satisfactory ])asis is sought for eacli conclusion. The minimuni- 
sacrilice principle is approved, but it is suggested that the ecpial- 
saerificc principle, properly interpreted, also points towards 
])rogressivc taxation . On P>ernouil! i’s lu’pot liesis income receivers 
attach equal importance to equal percentage decrements from their 
incomes. (Why do writers take pains to deduce this result from 
the hypot liesis? It /s* the hypothesis.) Eut Professor Pigou 
argues that some of the importance attached to the final incre- 
ments of large incomes by their recipients is purely relative, so 
that the sacrifice which taxation requires of a large taxpayer is 
measurably reduced when others in the same income class arc 
similarly treated. Against this finding it miglit be argued, I 
suppose, that what matters is the relative position which incomes 
of a given size have in the general income scale, and that pro- 
gressive taxation alters that scale, while proportional taxation 
leaves ii nnehanged. These are matters of conjecture, however, 
and not perhaps of ver}^ profitable conjecture. Even on utilitarian 
principles, the taxpayer's ‘‘ sacrifice is related only loosely to 
the immediate pangs associated wdtli the reduction of his income. 
Even if welfare be held to consLst of states of consciousness,’* we 
have no right to turn our backs upon the wisdom of the ages by 
assuming that a man’s experienced happiness is some mathe- 
matical function of the size of his income. Progressive taxation 
really rests, not upon the premise that a small taxpayer attaches 
(at the time of “ annoimcement ”) more importance to the marginal 
tenth of his income tlian a large taxpayer attaclies to his marginal 
tenth, but upon the circumstance that the community as a whole, 
expressing its opinion througli (^vernment, reganls the uses of 
the marginal tenth of the small taxpayer’s income as more impor- 
tant than the uses of the large taxpayer’s marginal tentli. 

With reference to differentiation in taxation according to the 
way in which it affects different sorts of expenditures, Professor 
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Pigou suggcbts that, neglecting effects on distribution, tJie best 
way of raising a given revenue, when the supply of work is not 
rigidly fixed, is by a system of taxes under which the rates become 
progressively higher as we pass from uses of very elastic demand 
or supply to uses where demand or supply are progressively less 
elastic.” This suggestion is joined to Mr. Ramsey’s findings (in 
this Journal, March 1927) that, provided such independent 
demand and supply curves as exist are straight lines, and again 
neglecting distributional effects, the optimum sj'stcm of pro- 
portional taxes yielding a given revenue will cut down the pro- 
duction of all commodities and services in equal proportions. 
These arc important conclusions. I propose to examine Ihcni 
with (he aid of a sinqde apparatus, which is independenf, so far 
as may bo, of particular assumptions respeefing the nature of 
demand functions. For the sake of simplicity, 1 shall assume 
that costs arc constant. It will be unnecessary, therefore, to 
take account of elasticity of supply as something apart from 
elasticity of demand. 

A representative consumer purchases annually j' units (»f 
commodity a and // units of b. The units are the amounts which 
can be purchased (before a tax is imi)osed) for a unit of money. 
With an income of OC (equal to 01)) the consumer is able (costs 
being constant) to choose any combination ./*.// indicated by a 
point on the line DC. Let the imint [ueferred be E, indicating 
an even distribution of expenditure, so that RE and AE are e([ual. 
A tax of 100 per cent, ffd valoran is imposed on b. The con- 
sumer’s range of choice is then restricted to i)oints on the line RF. 
What point he chooses will depend upon the relative elasticities of 
his demands for the two commodities. I shall define the point on 
one side of which demand is relatively clastic and on the other 
side of which it is relatively inelastic as the point of equal elasticity 
of demand. But just where and how will equal elasticity of 
demand show itself ? 

The point F (u'hcre AF ^ FE) rc])rcsents unchanged expeiifli- 
lure for each of the two commodities. It is also the point at 
which BC is tangent to an indifference curve which lias the form of 
a rectangular liyperbola and which has another point of tangency 
at G. But the indiffcrence-curvc clue is worthless, for any 
number of points can be found between H and C at which BC is 
tangent to the graph of some function of x and y wJiich ha.s 
positive curvature and is symmetrical with respect to OE. The 
point which really corresponds best with the conception of equal 
elasticity of demand is H, where the ratio yjx has the same value 
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as at E. ill whatever the fonu of their utility or demand 
functions, provided only that they are alike and arc also imle- 
peiuhni (whicli does not exclude displacement disutility as a 
factor affecting demand), the two commodities will continue to 
be bought in fixed proportions, and H will be the preferred point. 
The presence of either joint demand or rival demand is not, in 
general, consistent with this result. At H two-thirds of the 
buyer’s income will be expended for the taxed commodity, and 
one-third for u. His consumption of each will bo smaller by a 
third than before the tax was imposed. Relatively inelastic 
demand for h, then, will show itself between H and B and relatively 
elastic demand between H and E. Between F and the influence 
of rival demand becomes so jiotent a factor that tlie demand for 
both commodities might well be calle<l clastic. 


Y! 

1 



d ' ■ A ■ " C X 

If the coiLsumer’s demand for h is altogether inelastic, lie will 
station himself at B, doing without a entirely, and j>aying half of 
his income in taxes. If the tax had been imposed on </, the rate 
being the same, the range of choice would be defined by the line 
DA. In view of his inelastic demand for />, the consumer would 
station himself at (1. He will be better off tiian if h were taxed, 
because he will be paying only, half as much in taxes. Aneqiud 
(nnotatf of revenue, however, could have been secured by taxing /> 
at half as high a rate. In such case the point B would be moved 
upwards, and the line of choice, B(\ would pass through G, which 
is the point which the consumer would choose. If a given amount 
of revenue is to be secured, wdiich commodity is taxed is a matter 
of indifference to tlie consumer. It does not appear that the 
situation could be bettered by taxing both commodities. 

We have not yet, liowever, considered the effects of reliirniiig 
No. 153.— VOL. XXX IX. 



82 


THE ECONOMIC JOURNAL 


[march 


the proceeds of taxation through transfer expenditures. The 
purpose will be served by supposing that our representative con- 
sumer is also a representative creditor of the Government, and that 
in that capacity he gets back precisely what he pays as taxes. If 
b is taxed, if the consumer’s demand for b is inelastic, and if, as 
before, he is stationed at G, liis income will bo increased by an 
amount equal to GE. This will enable him to get back to E. If 
a is taxed, and if the consumer is again stationed at G, an amount 
equal to GE will again be returned to him. By expending this 
amomit for further increments of a, he again increases his income 
and again is enabled to increase his purchases. The final out- 
come will be the same regardless of whether the incrccaso of 
revenue (and of transfer expenditure) is not checked or ulicthor 
the rate of taxation is reduced so as to provide no more tlian the 
amount of revenue required. In either event the consumer’s 
total money income, in the end, must be equal both to .r( 1 -• r) y 
(where r is the rale of taxation) and to 2// ~\~ rx, whence it 
follows that X = y. Again, therefore, he returns to E, and liis 
economic welfare is unaffected by the circumstance that part of his 
money income has passed through the 'IVeasury and back again 
or by the incidental circumstance that the r(‘laliv(‘ pric(‘s of tlio 
commodities Avhich he is accustomed to buy hav(^ Ijccui altcTcd. 

The precision of this result hing(\s uj)on the presence of 
rigidity in the demand for one or botli ccunmodities, showing 
itself either in complete inelasticity of demand for one c.om- 
modity or in equal elasticity of demand for the two. It is obvious, 
however, that if a revenue equal to GE is to be secured from him, 
the consumer must be induced to station himself somewhere on 
a line drawn through G, parallel to DC. Unless the c(»nsumer's 
demand for the taxed commodity is exceedingly elastic, tlion* 
will be one rate of taxation, and generally (though not invariably) 
only one rate, by means of which the desired result can bo s('cured. 
The same end could bo achieved by taxing the other comnuKlity 
at (generally) a different rate, or by taxing both commodities, in 
w^ich case any one of various combinations of rates would serve 
the purpose. The point upon this imaginary line which the con- 
sumer W’ould prefer, and accordingly, as we must infer, the point 
at which his welfare is a maximum, is the point which he would 
choose if he had to pay income tax in an amount equal to GE. 
Because there is no largo probability that this would be the 
point H, Mr. Ramsey’s theorem does not seem to have much 
practical significance. 

To get the closest possible approximation to the preferred 
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point, both commodities (or, more generally, all commodities) 
should be taxed at the same rate, so that the price of one com- 
modity in terms of another will not be altered. If the proceeds 
of taxation arc returned to the consumer, he would, in such case, 
resume his original station at E. A fairly good approximation 
to the optimum result could be scoured by taxing only com- 
modities which are known to be objects of distinctly inelastic 
demand. Unless the rates of taxation are excessive, the con- 
sumption of the taxed commodities will not generally be reduced 
much more than it would have been reduced by an equally pro- 
ductive income tax, and, in general, the composition of the 
consumer’s budget will be much like what it would have been 
if the revenue had been secured by means of an income tax. 
Conceivably, however, an equally close approximation to the 
desired result might bo secured, though more awkwardly, by 
exempting from taxation all commodities which are objects of 
distinctly inelastic demand, while taxing all other commodities 
at a uniform rate. If only a small number of commodities are 
taxed, and if the demand for some of them is distinctly elastic, 
there wdll be, of course, a considerable rearrangement of con- 
sumers’ budgets. I do not think that even in such case the loss 
of w^elfare would be large, beyond what w'ould have been 
occasioned by an income tax, apart from the costs entailed by 
the transfer of productive resources from one use to another. 
I am not even sure that it w ould neccsscarily be any greater than 
what would l)e inflicted ))y any other scheme of indirect taxation, 
other than tlie optimum scheme (uniform taxation). 

It is easy to exaggerate the difference between the burden of a 
tax upon consumption and that of a tax of equal amount upon con- 
sumers' incomes. Neglecting distributive effects, there seems to 
bo no reason to depart from the familiar rule (commonly held to 
rest upon administrative considerations) that commodities for 
w’liich demand is inelastic should be selected as the objects of 
taxation. Nor is there any reason to diminish the weight which 
should be attached to the distiibutive considerations which 
indicate that luxuries, even when demand for them is elastic, 
may sometimes be proper objects of relatively heavy taxation. 

Allyx a. Youxg 
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Oernmmj under the Dawes Plan. By Professor Max Serino 
(translated by S. Milton Hart). (London : P. S. King 
and Son. 1929. Pp. ix + 251. lOs. 6rf.) 

This book is practically a plea for the cancellation of the 
reparations, and because written by a clever man the book is 
clever. Nevertheless, since the question is approached far too 
much from the standpoint of one nation, the effect of a long 
and ably marshalled argument will almost inevitably bo to leave 
most readers in this country dissatisfied and unpersuaded. The 
most interesting part of the book is the second half — the first is 
largely historical — in which Professor Sering discusses the extent 
of Germany’s ability to pay reparations and presses his pica for 
abandoning altogether any claim to them. 

One may agree with most of what he says on the subject of 
the productivity of credit, and the very different economic effects 
of foreign loans which are produced in countries in an early stage 
of development, and those taken up by older countries working 
“ intensively ” ; yet the fact has to be faced that it is hopeless 
to expect that the problem of reparations can ever be settled on 
perfectly sound economic principles. Hence much of Sering’s 
argumentation is mere beating of the air. But, further, even 
of Germany’s case, which is what principally matters to him, 
there is surely some over-statement here. Ho contends that 
Germany's borrowing of foreign money only the more emphasises 
her poverty ; yet he has to admit that this money has “ ])rought 
German economy into gear,” that by its help “ real wages have 
recovered their pre-war level,” and reckoning the social (insur- 
ance) contributions have even exceeded it,” and that “ a 
vigorous will to economic reconstruction ” and commercial 
improvement has been created by it. And if it were literally 
true that “ high rates of interest and burdensome taxation ” 
have in Germany “ stopped the betterment processes in land 
cultivation, and have paralysed the competitive ca])acity of 
industry,” does not this hold good equally of other European 
countries? Sering is horrified at the pros])ect of Germany’s 
unproductive expenditure ” being increased by future repara- 
tion payments from a pre-war figure of £1 15^*. a head to one of 
£3 13^.; but what about Great Britain’s present corresponding 
expenditure (on war debt, pensions and defence services) of £13 
a head ? 

Germany’s case against the imposition of unreasonable repara- 
tions is hardly contested any longer, at least in this country, but 
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when her apologist proceeds to claim that all the late belligerent 
States should agree to wipe out reciprocally their war debt claims, 
it is necessary to ask what this would mean. Germany herself 
has already got rid of her pre-war public debts, Reich, State and 
municipal (not to speak of private debts), by the simple device 
of revaluating her currency — in effect by repudiating them ; and 
France, Hungary, and other countries have followed the same 
method. Hence the answer to Bering’s question, “ What does 
Germany riglitly owe? ’’ could not disregard the many millions 
of pounds of which her foreign creditors have l)een forcibly 
deprived by post-war legislation which crossed out of the ledger 
these disagreealdo figures. The confiscation of the private 
property of enemy nations was an indefensible act and created 
a vicious precedent, Init the same may be said of the later 
repudiation of public and private debts wherever it occurred, and 
])erhaps all the more so because the nationals of the defaulting 
States suHfered jointly with tlie alien creditors. Moreover, no 
other European nation made sacrifices equal to those faced by 
(jJreat Britain in her effort to pay for the war as it went on. The 
other belligerent countries allowed their war debts to accumulate, 
our Allies in particular borrowing from this country or on its 
credit. The indiscriminate cancellation of war debts would in 
these cases be ludicrously unfair. There is a strophe of Ger- 
many’s greatest poet which begins, “ The same thing does not 
suit everybody,” and jiroceeds to warn men to regulate their 
attitudes and actions accordingly. Granting that from the 
standpoint of national economies r/.s* a whole the removal of the 
incubus of the war delds would be a blessing, nevertheless, any 
arbitrary method of procedure is imin’acticable ; and none would 
have the least chance of acceptance which failed to he equitable 
all round. It would seem that the only approximately equitable 
method of readjusting war debts would be to pool all war costs, 
paid or not paid, and divide the aggregate amongst all the 
countries concerned according to agreed factors of weighting. 
It would be an essential part of any such arrangement, however, 
that the countries whicli had repudiated their foreign debts, 
wholly or in part, should make full restitution. How their own 
nationals should be treated is their owm affair. Of course, action 
on these lines would not mean cancellation, but only redistribu- 
tion, but it might lighten the burden where it now' falls with 
undue weight. 


W. H. Dawson 



8G THE ECONOMIC JOTONAL [MAUCH 

fJconomique RationeUe, By F. Divista. (Paris : Gaston Dion et 
Cie. Pp. 443. 30 fr. net.) 

This is a volume in a series on applied mathematics, and the 
treatment is to a considerable extent mathematical, but not 
altogether so. The discussion of decreasing costs, for instance, 
and of periodical monetary crises, in the first half of the book, 
though assisted by diagrams, is not very technically mathematical, 
and the same may be said of the outline of the theory of distribu- 
tion. In a book of this comparatively small size one cannot 
expect a full treatment of all problems of economic theory. So far 
as it goes, the discussion is clear and thorough. There is not, 
however, a full treatment of the different senses in which increasing 
and diminishing costs may be used. The cases of decreasing costs 
which are discussed seem to be from a short-period point of view ; 
they are identified with heavy fixed capital, on which, for a period, 
fixed charges may or may not be earned, and there is interesting 
discussion of the conditions of competition . The author recognises 
that such establishments are designed for a normal output, but 
lie does not have much to say about the question whether there is 
decreasing normal cost of production, at the normal ont])ut, as 
enterprises are increased in size. That is the condition whicli 
English economists have usually understood as properly to be 
described as cases of increasing returns ” or “ decreasing costs.” 
He recognises, however, in effect, that if this be the condition, 
mathematical treatment is not very iippropriate until the monopoly 
situation comes about. Why it does not come about more 
quickly and universally is a problem which is discussed rather 
briefly (p. 152). The development of hydro-electric power may 
enable many small establishments to get the advantage of jiower- 
2 )roduction on a large scale. Also it is suggested that with increase 
of cajiital, the rate of interest may fall so low that it ceases 
to be so important a factor in determining normal costs even in 
highly capitalised enterprises. The inference seems to be that in 
that case the tendency to monopoly would be less. Does that 
follow? The intensity of competition of highly capitalised 
industries would be less, because the scope for short-period 
dei)artures from normal cost of production would be less, but it is 
not so clear how this would affect the tendency towards, or away 
from, diminishing normal costs with increase of size of the 
establishment. 

On the subject of unemployment the author seems rather too 
optimistic, “ il n’y a pas de chomage general permanent ” (p. 185), 
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and ‘‘ les crises ne pcuvent etro que momentanees (p. 18C). Is 
it not rather more true to say that fluctuations in business 
activity are the normal thing and endure over periods of years, 
and it is only in the most active parts of such periods that there is 
not a very appreciable amount of unemployment ? And even in 
the most active phases it is not all industries that are at the peak 
at the same time. In many industries an unused margin exists 
much more often tlian not. 

On the subject of capital and interest, the argument on 
pp. 187 — 92 is clearly set out, but is it not a mistake to regard 
capital solely as substitute for so much labour? Capital does 
not all consist of labour-saving machinery, its existence or non- 
existence to be determined simply by calculation of the interest 
and depreciation on the one hand, and wages saved on the other. 
It leads to an argument that in a given state of the arts and of 
po{)u]ation there is a stable equilibrium in the distribution of the 
national dividend between capital and labour. If wages were 
raised, the rate of interest being assumed constant, more labour- 
saving machinery would be introduced. Labour might be fully 
employed for a short time in constructing the machinery, but as 
•soon as the machinery came into use, labour would be super- 
abundant and wages would have to fall again. Conversely, if 
interest were raised, the wage level being unaltered, marginal 
machinery would be discarded when worn out, and the demand for 
labour would exceed the supply and raise wages until the original 
j)Osilion were restored. 

The inatheniatical theorist seems to come vciy near the 
position of the untutored working man in this argument. It is 
open to the double eritici.sm — (1) that when one of tliesc two 
variables is altered, the other need not remain uncluinged, and, 
(2) tlic changes involve alteration in the magnitude of the 
income which is to be divided. 

It is true that in the folloAving eha])ter, dealing with increase 
of capital and population, these considerations are pointed out, 
but do they not also require to be taken into account even wlieu 
considering a stationary state of the arts and of population ? 

In a further chapter the author explains at greater length, and 
with lucidity, some of the complications which make it impossible 
to put all tlic economic progress of society into equations. There is 
good reasoning in all this, but when it comes to the question wJiether 
Government action can influence wages, he seems to fall back on a 
belief in an unalterable law of distribution. At first he takes the 
same line Avith regard to 'i'radc Unions, but a further discussion of 
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that subject considerably modifies his conclusion, to the extent 
that he admits that they may be in a position to accelerate the slow 
working of long-period tendencies to bring about an advance of 
wages, which, in the absence of concerted action, would be delayed 
by economic frictions and inertias. 

The most interesting matter in the book is, however, probably 
the author’s examination of the theory of measurement of changes 
in the value of money. He arrives, by his own method, at some- 
thing like Irving Fisher’s “ best ” index-number, but he carries 
the theoretical argument further. His monetary index is expresserl 
in the form 

(U __ f/tlp 

7 ' lip' 

'riien he shows that over a period of time Iheorefieally perfeel 
index-numbers are only obtainable by a process of integration. 
He admits it seems jiaradoxical to say that you eannol^ calculate 
the relative values of money in the years 1900 and 1800 merely on 
complete data for those two years, but contends that it is not so 
paradoxical if one considers that the nature of the tilings bought 
and sold may be very different. Certainly, taking this into 
account, one may admit that a succession of short-period ratios 
over the intervening time is required, but tin* mathematical 
argument b}' which the apparent paradox is proved does not seem 
to depend on there being any such (dianges in the character of the 
goods dealt in. Suppose that by 1900, after various changes in 
the course of the century, the goods dealt in arc exactly the same, 
and the relative quantities are the same ns in 1 800, would not the 
ilata for the two yvai’s be sufficient ? 

The theory of equilibrium is dealt with at length. The author 
deals with the problem of money which has no utility otherwise 
than as a medium of exchange, showing that the equations of 
ophelimity do not apply to such money in the same sense as to 
goods which arc desired for their own use. There results an 
absence of one necessary equation in the theory of equilibrium, 
which Is supplied by the “ equation circiilatoire de la monnaie ” 
taken from his earlier chapter. The author claims, and perhaps 
rightly, that this is a new contribution to the theory as expounded 
by Pareto. 


C. F. Bickerdikb 
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Dymmic Pricing {Prisbildningsproblemet och forlinderlighden). 

By Dr. Gunnar Myrdal, University of Stockholm (Uppsala : 

Almqvist and Wiksell, 1927, Pp. vii + 254.) 

Dr. Myrdal’s work is a most interesting attempt to make the 
central economic theory more true, accomplished and, in an 
abstract sense, more realistic by collocating the general static 
theory with the dynamic factors. His book may prove to be a 
real achievement of economic theory. The author is not perhaps 
always right in his critique of other authors and in his own con- 
structions —the task is really too difficult for that. But his book 
is an advance in the right direction. If in this short review of the 
book I do not enter upon criticism, but only try to give an idea of 
the problem and of the general lines of the author’s attempt to 
solve it, the reason is that the book as yet has not appeared in 
English. 

The starting-i>oint for tlie author’s analysis is the observation 
that there are two quite distinct ])roblem.s wliich are caused by the 
dynamic conditions of the economic life, depending on the point 
of view from which the dynamic pricing is analysed (p. 21). We 
can look at i-his pi’icing as an enduring proces.s, but also as a 
momentary relation of prices. The one ])roblem refers to the fact 
that changes in the price-determining factors give cause to changes 
of the whole price system. The pricing in one moment is, there- 
fore, together with the intervening primary changes, the cause 
of the pricing in the next one. This problem involves the whole 
theory of tlic lousiness cycles. The other problem, again, derives 
its origin from the fact that changes have effects on the system of 
prices in each moment already before the changes have happened, 
and this result is produced tlirough anticipation of what will 
happen. Thus, in every moment the pricing is a functionally 
interdeterminate. system, where among the primarily determining 
factors are also the anticipations of future clianges and the 
valuations of the risk element in these anticipations. This 
second problem — ^which logically is the first one, as it is the price- 
system determinated in this way which develops into another — is 
the object for Dr. Myrdal’s analysis. The first problem, on the 
other hand, is only dealt with to the limited extent which is 
necessary for the treating of the second (chiefly in Chapter V on 
“ The Dynamic Development under Abstract Suppo.sitions ”). 

From this basis the author in the first chapter gives an in- 
teresting criticism on the various theories of price-equilibrium 
(the classics. J. B. Clark. Walras, Marshall, etc.). Particularly 
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the criticism of Marshall’s theory of “ normal price ” and his idea 
of ‘‘ the representative firm ” would interest an English reader. 
In the second chapter the author deals with the general theory 
of value. Both his criticism of the classical theory and of the 
modern theory of the subjective cost and marginal value is 
influenced by Professor Cassel, but, especially as to the last 
problem, the author contributes some new arguments. Perhaps 
the most interesting thing in this chapter is his treatment of 
the dynamic gains and losses in contradistinction to incomes and 
costs. The latter arc prices, but the former are changes of prices. 

The general notion of capital is considered in the third chapter. 
The dynamic theory presumes tliat capital is conceived in the 
meaning of everything having money value. 1’ho distinction 
between capital and land, etc., is not theoretically possible from 
a dynamic point of view. In this chapter Dr. Myrdal also con- 
siders the relevance of economic friction or “ inertia.” The 
fourth chapter is devoted to clearing up a distinction between 
“ production changes ” and “ price changes,” “ production risks ” 
and “ price risks.” 'J’lie fifth chapter is mentioned above. 

In the si.xth chapter the author tries to make an investigation 
of the meaning of " economic risks ” and of some philosophical 
and psychological facjts i)caring upon this notion. His exposition 
is based on a clear distinction between the facts that people 
have to stand risks of unequal sizes according to their unequal 
degree of knowledge and ability, that their apprehension of these 
risks may be rational or psychologically biased, and finally that 
they value the risks emotionally when realising them. This last- 
mentioned valuation of risks has, contrary to the apprehension of 
them, nothing to do with ‘‘ rational ” or “ irrational,” in fact 
nothing with logic. The distinction rests upon the primary 
difference between the emotional life and the intellectual reason- 
ing. The author, who in this chapter delivers a criticism on 
F. H. Knight and on Irving Fisher, has obviously been influenced 
a good deal by J. M. Keynes’ Treatise on Prohabiliiy. 

These six chapters form the first and introductory part of the 
book. In the second part the author on this ground-work 
develops a theory of jHofit. Every economic disposition has its 
possible alternatives, and the selection between them has con- 
sequences as to the date of future costs and incomes and theij* 
degree of certainty. The investigation must bo concentrated 
upon the subjective state of the entrepreneur and his calculus. 
Here the task is not only to show the marginal effects of the 
dynamic and psychological factors, but also to cumulate these 
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effects. This cumulation is not at all a simple addition, as the 
simultaneousness of the effects means new interactions. Another 
problem, also treated in the book, is the dynamic consequence of 
credit, insurance and other time-contracts. 

In the third and last part quite another problem is brought up 
for consideration. The author enters on an investigation of the 
effects of the dynamic state, not as above on the price-relations 
but on the technique. The technical coefficients are functionally 
determined by the prices; what is the general effect of these 
prices not being known beforehand with perfect certainty and 
of the whole production being risky? His treating of this 
practically very important but as far as I know not before 
scientifically investigated problem is ingenious, although naturally 
very abstract. The whole problem is, however, too intricate to 
permit an account in this short review. 

Erik Lindahl 

IJnirer.'iiUj of Uppsala, 

The Mathematical Principles of the Theory of Wealthy 183S. By 
Augustin Cournot. Translated by N. T. Bacon. Re- 
printed 1027. (Macmillan: Pp. 200 . 85 . 6 //.) 

A NEW edition of the English translation of Cournot has long 
been required, and Professor Fisher has added to its value by an 
introduction explanatory of the working out of the analysis. 

It is to tV)urnot’s work, imblished in 1838, that are usually 
ref (Trod the first exi)lieit and systematic applications of mathe- 
matical method in economics. The demand and supply functions, 
and the elasticity of demand, were expressed as formulie which 
became instruinents for solving important problems, especially in 
the theories of monopoly and taxation. Modern analysis of 
monopoly still goes on lines which he marked out, though the 
symbolism is different, and his use of the cost function as total 
makes some difference in the conclusions. 

The opportunity may be taken to point out that the neglect 
into which liis work fell for a long time beset also that of others 
in the same field, and notably Whewell. It would be a great 
service if the papers of Whewell could bo made as available as the 
work of Cournot, as they have the same independence and 
originality, and some problems arc attacked by both about the 
same time. 

For example, the principle of elasticity’’ of demand, almost 
explicit in Lauderdale, is first reduced to a formula by Whewell in 
1829 ; the formula w ~ cn, where w and u are the relative changes 
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in price and quantity. He restated the formula in another form 
in 1831, and in 1850 developed the general equation of demand and 
supply in the expression ^pq(\ + r/w;), where p^ = p(l +JJ), 
and m is defined as the “specific rate of change.” Like 
Cournot, he offers a classification of commodities according to 
critical values of m. It may be conceded to Mr. Keynes that 
Marshall gave the first geometrical interpretation of elasticity. 
The first formula is not Cournot’s, but Whewell’s, and is very 
nearly Lauderdale’s. Botli Lauderdale and Whcwell regarded 
elasticities (in Marshall’s sense) of greater than unity as exceptional. 
Whewell saw and explained the fact, more recently revived, of the 
difference between “ point ” and “ arc ” elasticity. 

The instrument which Cburnot does not use is the much- 
debated Consumer’s Surplus. This is the more notable because, 
on the supply side, lie works with the integral of the costs. As 
some modern writers wish to do, he put aside the idea of utility as 
“ too indeterminate,” and proceeds to an analysis of prices. The 
measurement of Consumers’ Surplus in the utility sense is implicit 
in Jevons. The explicit graphical measurement of this Surplus in 
terms of money occurs in Fleeming Jenkin’s second paper, 
published in 1871, though there Is a restriction on its interpretation. 

The bibliography of mathematical economics appended to this 
volume occupies 36 pages. What has been done for Cournot’s 
work might with advantage be e.vtended to some of the more 
inaccessible of these contributions. 

D. H. Macorkqor 

I nfer-Rehitonship^i of Supply and Prices, By C. F. W.vrren ami 
F, A. Pearson. Published by the (Cornell I'liiversily 
Agricultural Experiment Station. Ithaca, New York. 1 928. 
Pp. 144. 

In the Economic Journal for December 1928 I reviewed 
Mr, F. C. Mills’s investigation into The Behaviour of Prices, Mr. 
Mills*.s voluminous and valuable .statistical examination into price 
fluctuations has been since supplemented by this scarcely Ic.ss 
laborious inquiry by Me.ssrs. Warren and Pearson. These authors 
have directed their studies to a much more limited field than 
that occupied by Mr. Mills. They have sought to discover, in the 
case of a number of agricultural products, the relationship between 
fluctuations in the size of the crop and fluctuations in the price 
received. The work has been carried out — so far as one can judge 
from outside — with great skill and completeness, and the results 
are of high interest. One’s only doubt is as to whether the 
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initial data are quite good enough to stand the strain which has 
been placed on them. If the figures as to prices and as to crops 
which have been used are really reliable, then the authoi’s* 
quantitative conclusions are of great theoretical importance. 
But even where the price statistics may be assumed to be fairly 
reliable, one cannot but feel that the statistics as to the size of the 
crop are almost inevitably subject to serious error. Probably 
the authors are alive to the serious strain which their accurate 
methods are putting upon the inaccurate initial data. Bui they 
do not warn the reader of this quite as explicitly as perhaps they 
ought. Nor do they attempt any evaluation of the margin of 
possible error which their results probably involve. Moreover, 
their estimation of a moving normal ” involves methods of 
elimination of trend which, even when they arc the best available, 
arc always dangerous. 

However, one must not be ungenerous to writers who have 
performed so much labour upon the basis of which others can 
invent theories, whilst themselves, like Mr. Mills, remaining 
strangely free from attempts to philosophise, except in the most 
elementary way, about the results of so much laborious calculation. 
To one theoretical point, however, they do draw attention, and 
with strong emphasis. They point out that the price which the 
producer receives, in this case the farmer, is the only price which 
affects production ; whilst the price which the consumer pays is 
the only price which affects his consumption. Now when general 
costs such as those of transport and distribution, which arc not 
influenced one way or the other by particular circumstances 
relating to an individual crop, form a large part of the price paid 
by the ultimate consumer, a very large fluctuation in the price 
received by the farmer becomes a comparatively small percentage 
reduction of price by the time that it lias reached the consumer. 
Violent fluctuations in farm prices may mean comparatively small 
fluctuations in retail prices; so that abnormal conditions of 
supply are not readily balanced by alterations of demand brought 
about by reasonable changes of jirice. A change of price sufficient 
to alter retail demand materially may mean a most violent 
alteration of the price received by the farmer. This is jiart of the 
explanation of the great inelasticity of demand exhibited by the 
authors’ statistics. Connected with tliis, but not identical with 
it, is the point that when farmers arc over-producing it is they, 
rather than distributors, who bear almost the whole brunt of what 
is happening. For example, in May 1927 food sold by American 
farmers was retailing in American cities for 72 per cent, above 
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Area of 

Pricks compaked with 
Normal (100) when 
Production is — 



Pro- 

duetion. 

20 per 
cent, 
bt^low 
noni\al 

10 per 
cent, 
below 
normal 

10 per 
cent, 
above 
normal 

20 per 
cent, 
above 
normal 

Potatoes. 

U.S. farm price 1871' 
1894 . 

U.S. 

129 

113 

90 

81 


U.S. farm price 1895' 
1915 . 

U.S. 

135 

115 

88 

78 


New York retail price 
1897-1915 . 

U.S. 

105 

103 

97 

95 


French farm price 
1887-1914 . 

Francti 

118 

lUS 

93 

87 


Berlin wholesale price 
1902-1913 , 

Germany 

145 

119 1 

85 

74 


Berlin retail price 
1902-1913 . 

Germany | 

131 

113 1 

89 

80 

Hay 

U.S. farm price 1875- 
1913 , 

U.S. 

117 

108 

93 

88 

Apples 

New York wholesale 
price 1894-1914 

U.S. 

117 

108 

94 

88 

Maize 

U.S. farm price 1875- 
1913 . 

r.s. 

128 

ii:. 

90 

82 


U.S. farm price 1921- 
1925 . 

U.S. 

130 

113 

89 

SI 


Liverpool mixed Ameri- 
can 1898-1913 

U.S. 

115 

ll>7 

94 

89 


U.S. farm price 1900- 
1915 . 

IVorkl 1 

140 

117 

87 

75 

Gals. 

U.S. farm price 1875- 

1913 . 

1 

U.S. 

1 i 

123 

no 

1 

1 

1 84 


U.S. farm price 1899- 
1914 . . 

World 

148 

120 

85 

73 

Barley. 

U.S. farm price 1875- 
1913 . 

U.S. 

115 

107 

!I4 

89 


U.S. farm price 1S99-- 
^ 1913 . 

WorM 

i 

115 

107 

94 

89 

like. 

New Orleans wholc.sale 
1906-1915 . 

Worhl 

i 133 

114 

89 

79 

Whail. 

Liverpool spot price 

1899-1913 . . 

World 

125 

»■ 1 

91 

83 


Kansas wholesale price 

1899-1913 . 

World ' 

131 

1 

114 

1 89 

SO 


Berlin contract 1899- 
1913 . 

IVojIcl 

J20 

109 

1 

1 93 

85 


Berlin contract 1899- 
1913 . 

Germany 

lOS 

104 

97 

94 


Paris contract 1899- 
1913 . 

France 

112 

105 

95 

91 

Cotton. 

U.S. farm price 1882- 
1913 . 

U.S. 

1 

112 

105 

95 

91 

Hogs. 

U.S. farm price 1878- 
1914 . 

U.S. 

114 

106 

95 

90 

Median of all ilio above 


120 

110 

92 

85 
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pre-war prices, but farmers were receiving only 46 per cent, above 
pre-war prices for it. The authors point out f urtlier, tliat financial 
deflation, for example, increases the violence of farm price fluctua- 
tions, because freight rates and handling charges are slow in such 
circumstances to change, yet represent such a large part of the 
retail prices that any given change in retail prices necessary to 
dispose of a large su 2 :)ply represents a very high percentage of the 
farm price. 

It is curious that whilst this book is almost entirely concerned 
with calculations as to the elasticity of demand, this technical 
term is not, I think, anywhere mentioned therein. It is of so 
much interest to economists to get some sort of idea, however 
rough, as to the order of magnitude of elasticities in actual 
practice, that I have extracted the following table from the authors’ 
results. It will be seen that, taking the median of the various 
items, the short-period elasticity of demand, when calculated 
(generally speaking) in terms of the farm price, is remarkably 
near to unity. 

One further example quoted by the authors is worth giving : — 
Before the war, when the wwld wheat crop was 10 per cent, 
below normal, wholesale prices were 9 per cent, above normal in 
Berlin, 1 1 per cent, above normal in Liverpool, 14 per cent, above 
normal in Kansjis City, and 16 per cent, above normal in JJinnea- 
])olis. At {Saratov, Biissia, wholescile prices were 22 i)er cent, 
above normal.” 

The authors’ inquiries relate almost entirely to agricultural 
produce. But a few items relating to industrial products suggest 
that the response of sup])ly to abnormal conditions is much more 
easily affected than in the case of agriculture. This leads the 
authors to the following generalisation : The steel plant may be 

left idle while the workmen are unemployed, but a farm cannot be 
])ut into cold storage. The farmer is working for himself. Ho 
cannot discharge himself and stop production until prices rise. If 
the farm is closed up the farmer must abandon iiis business and his 
homo. When an agricultural region is once settled, homes built, 
and a lifetime of labour spent in creating a farm, a rise in distribut- 
ing costs between this region and its markets will be borne by the 
farmers for an indefinite length of time unless the rise is so drastic 
as to destroy all values and lead peoj)lc to abandon all their 
property and go elsewhere.” 

Mr. Warren and Mr. Pearson deserve the gratitude of economists 
for a most interesting and painstaking piece of pioneer work. 

J. M. Keynes 
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Post-War Banking Policy. By the Kt. Uon. R. McKenna. 

(Heinenmiiii. Pp. 149. Is. Od.) 

The Rt. Hon. R. McKenna has been Chairman of the Mid- 
land Bank since 1919. In that capacity he has followed the 
example set by his predecessor, the late Sir Edward Holden, of 
devoting the greater part of his annual address to the shj^re- 
holders of the bank to matters of cosmopolitan interest. Since 
the outstanding purpose of each of the addresses now collected 
into the present volume is to relate contemporary developments 
in money and banking to the country's economic position, this 
book has been given the title of Posl-War Bankimj Policy. 

With the exception of that delivered in 1929 (whicli has been 
omitted in favour of an address to the American Bankers' 
Convention because its main subject is highly technical and of 
only temporary interest the speeches are repjoduced as 
originally given. For this reason it is unnecessary (u give the 
content of each now. It should be mentioned, however, that the 
address substituted was delivered in 1922, and consists of a very 
able, detailed and clear discussion of the problem of Reparations 
and International Debts. Although the conclusions reached arc 
by now' familiar to economists, the address will repay reading for 
the sake of the incisive argument. 

As for the remaining speeches, mention may be made of sonic 
jKiints which arise as a result of the opportunity of re-reading, and 
of considering the addresses as a whole. Perhaps the most 
important point concerns Mr. McKenna’s insistence on the 
significance of the monetary factor as an outstanding cause of 
the economic dislocation w^c have experienced since 1921. In 
that year he expressed himself as being opposed to the deflationary 
policy proposed by the Treasury with the do\ible object of 
offsetting inflation and of restoring the gold standard — which 
w'as to be accomplished by mean.s of extra taxation, high interest 
rates, and the restriction of credit. He urged that tlu* only kind 
of deflation which w as desirable was that resulting from iiugmented 
production. For this reason he averred that, in the meantime, 
“ Our financial policy should be one which stimulates production 
and trade ” ()>. 25). The equivalent of this view he expressed 
again in 1922 (p. 28), 1924 (p. 79), and 1926 (p. 110). The climax 
to this line of thought appears in the speech of 1927. In this he 
did not hesitate to attack the “ rigidity of the Bank of England 
system ” (p. 124), and called for an inquiry into its working. The 
justification for this attack he found in the rise of the deposits of 
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the reporting member banks of the Federal Reserve System by 
£891 million from November 1922 to November 1926, contrasted 
with a fall of £122 million in those of the ten London Clearing 
Banks. While, moreover, the former increase was associated 
with a i-elatively unchanged price level, the latter decrease had 
been accompanied by a decline in the price level. In seeking for 
causes of these opx>osed results ho found that the former resulted 
from the elasticity of the Federal Reserve System, which contrasted 
with the inelasticity of tlie English system, excessive control of 
which was vested in the Bank of England. In short, the defla- 
tionary policy imposed by the Treasury and the Bank of England 
was a prime cause of depression (p. 121 et mi.). 

Comment may be made that Mr. McKenna did not correct 
these nominal figures of deposits for the price levels at the two 
dates, and thus display the respective differences betw^een “ real 
dejiosit totals. Nor did he take account of the respective volumes 
of our currency, although he did quote the American figures. But 
these omissions do not invalidate the argument, it is more to 
the point to realise that his analysis sliows that he has definitely 
ranged himself on the side of those economists wlio attach pre- 
I)ondcrant importance to the rational control of the monetary 
machino as a means of obtaining control over the trade c^^clc. 
In this, and in demanding a re-consideration of the outworn 
provisions of the 1844 Act, he has gone further than (and 
provoked to disagreement) other bank Chairmen. And his 
insistence on the latter point, at any rate, will be acceptable to 
the majority of English economists. 

Another feature of the addresses, not of such great moment but 
nevertheless worthy of the clear stress laid upon it, is his handling 
of the rough generalisation that bank loans ordinarily create 
deposits. The illustration of this was the main theme of the 
address given in 1920 ; but its implications are referred to through- 
out. This contrasts with the inaccurate views propounded by the 
late Dr. Leaf, his adherence to which persisted despite criticism. 
In opposition to Mr. McKenna’s accuracy here, however, it is to 
be hoped that such statements as **' Bank loans and their repay- 
ments, bank purchases and sales are in substance the sole causes 
of variation in the amount of our money ” (p. 77), may in future 
editions receive more qualification than that possible in the 
'argument of the relevant speech. Similarly, there is ground for 
quarrel with a generalisation almost antithetical to this one, 
stating that Indirectly, therefore, the Bank of England is in 
practice the controller of the volume of money ” (p. 127). In 
No. 163. — VOL. xxxix. H 
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particular this denies any power of control to the joint-stock 
banks, the existence of which is testified by the history of war and 
post-war years. 

Another point calling for notice is Mr. McKenna’s insistence 
on the unmitigated burden of heavy taxation. In this ho takes 
the usual business view, and displays clear-cut and unqualified 
opposition (pp. 32, 39, 49, 50, 107). But his pointed reference to 
the necessity which business men were under of borrowing from 
the banks in 1921 in order to meet their taxes (p. 32) is not without 
significance for the tax burden of that period. 

The last main feature to which attention may be called here 
concerns the reference to the need for research on the possibility 
of the control of credit. At the end of the 1928 speech he showed 
this was hindered by the absence of adequate banking statistics 
(p, 149). It is agreeable to find Ids recognition of the importance 
of the point ; but it is to be deplored that he saw' no need for 
individual banks to set an example. Insieatl, he argued that 
co-operation between all the banks was essential for their pre- 
jiaration. Surely, however, by reason of the existence of the 
various banking associations, this co-ojxn-aiion is possible, and 
need not longer be delayed. 

On all the points mentioned abov'e Mr. McKenna’s views have, 
throughout the spccclies, remained cojistant; this is perhaps the 
greatest tribute to them that can be paid. An inconsistency may 
be detected when, in contrast to the McKenna of 19'21, w'ho 
argued against tlic proposed Treasury policy of dcllation, the 
McKenna of 1927 is found saying, “ Deflation, even rigorous 
deflation, was a harsh necessity in 1920 and 1921 ” (p. 132). 
Again, beyond minor printing errors, the only inaccuracy of fact 
appears on p. 53 of the address delivered in 1922. There the 
fiduciary issue of the Bank of England is given as £18,540,000. 
It should, of course, be £19,750,000. 

J. Sykes 

University College, Exeter. 

Les Baiailles du Franc. By Georges Lachapelle. (Paris : 

Felix Alcan. 1928. Pp. 256. 30 /rs.) 

La Stabilisation du Franc. By Fernand Leurence. (Paris : 

Marcel Giard. 1926. Pp. 195. I2fr$.) 

Im Politique Monetaire de la France, 1924-1928. By Pierre 

Frayssinet. (Paris : KecueU Siroy. 1928. Pp. 299.) 

La Bestauration Financier e de la France. By Raymond Poinc AR fi . 

(Paris; Payot. 1928. Pp. 168. 20frs.) 
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La Eeforme Fimincilre et Monetaire en Belgique, Henri 

Fournier. (Paris : Marcel Giard. 1927. Pp. 254. '2ofrs.) 
La Monnaie en Europe Centrale, By Elem^r Hantos. (Paris : 

Marcel Giard. 1927. Pp. 256.) 

Le Retoiir d Vtialon-Or, By Georges Lacout. (Paris : Payot. 

1926. Pp. 246. 24 

La Bejorme Monetaire anglalse. By Georges Gaussel. (Paris : 

Les Presses Universitaires do France. 1928. Pp. 160. 

20 frs.) 

These eight volumes deal with dillcrcnt aspects of tlie problem 
of monetary reconstruction in Europe. For the mo.st part they 
aro descriptive of the successive efforts which were made under 
different sets of governing conditions to put an end to intlation 
and to recover monetary stability. Such a topic allows of different 
modes of treatment, ranging from the analytical to the historical. 
jVI. Lachapelle’s narrative in particular covers a vast area. It 
ileals with the financial conduct of the war in France, the Peace 
Treaty, reparations and the Dawes Plan and the innumerable 
efforts which were more often mere proposals to check the down- 
ward plunge of the franc. The subject-matter is treated in its 
political setting rather tlian in relation to the theoretical implica - 
lions of the prol.)U‘ms raisi'd, but it serves at least to bring out the 
changes in tlio trend of French opinion on such matters as the need 
for increased taxation and the possibility of exchange intervention 
by the Bank of France. 51. Frayssinet and M. Lcurence approach 
the problem from different angles. The former provides a much 
more exhaustive account of the crises and the policies of the last 
.live years, while the latter develops at length the theory of money 
and its application in the recent histories of France and Belgium. 
In this case the treatment is statistical. Most of the other writers 
stress the importance of psychological factors wliich operate upon 
unstable and disorganised currencies and, at iea.st implication, 
suggest that these factors do not lend themselves to precise 
measurcmeiit. 51. Lcurence take.s the view that even under 
abnormal conditions many of these factors can indeed be 
quantitatively determined, and he derives some comfort from 
the fact that in France the proportion of suicides to the total 
population shows a remarkable degree of constancy. He also 
insists upon the importance of measuring changes in the value 
of money by means of a representative cost-of-living index- 
number or, alternatively, by an index of retail prices and not by 
either the usual indices of wholesale prices or the height of the 
(Incidentally he employs in the case of the Unitetl 
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States th^ Massachusetts cost-of-living index rather than that of 
the Burma of Labour,) He then proceeds to estimate the amount 
of real purchasing power which the public desire to hold in the 
form of money, and finds that in France and Belgium between 1914 
and 1926 the amount of real purchasing power held did not vary 
beyond 20 per cent, of its mean value. In Germany and Austria it 
did not exceed 40 to 50 per cent, of its mean value. It is not 
obvious, however, that these examples show the same “ relative 
constancy ” which was found in the case of the French suicides. 

The amount of real purchasing power which the public desire 
to hold multiplied by the cost-of-living index gives a total which 
represents the monetary requirements of the public, and fluctua- 
tions in the rate of exchange occur when the actual suj)ply of 
money exceeds or falls short of this total. As regards the 
mechanism of elTc(;ting exchange stability, the State must be in a 
position to excliangc its notes against gold and gold against its 
notes, and accordingly must possess a stock of both. Tlie question 
then arises as to how much gold will be necessary hu' this ])urpose. 
M. Leurcncc’s answer is that it requires at most a stock of gold 
equal to the excess of the circulation over the minimum monetary 
requirements of the public. If the State possesses no gold for this 
purpose and is unable to borrow the amount necessary it can 
amputate ” the circulation to the amount of the excess. Another 
possibility would be to choose a rate of stabilisation which would 
involve a rise in the cost of living to a level determined by the 
ratio of the actual circulation to the amount of real purchasing 
power which the public desire to hold. That, of course, is to 
presuppose that the financial position is so reconstructed that 
further inflation is unnecessary. In view' of the fact, however, 
that this volume was written in June 1926, it is of interest that the 
author should find it possible to recommend the stabilisation of the 
French franc at some rate within the limits of 90 and 138 to the 
pound sterling. 

The details of the various crises are best described by 
M. Frayssinct, wdio also attempts a detailed analysis of the financial 
relations between the banks, the Treasury, and the Cause 
d'ainortissemenL The Treasury, which in June 1926 had become 
almost devoid of resources, w^as able in a short time to purchase 
§60 millions for debt service in August and September, recon- 
stitute the Morgan loan of §89 millions and repay 930 million francs 
to the Bank of France. From what sources did it acquire the 
means to do these things? Keceipts from taxation and sub- 
scriptions to the bom de la D. N, provided a part, but not all. 
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The other part was obtained from the speculative purchases of 
francs on foreign account. Foreign speculators sold pounds and 
dollars against francs and deposited the francs with French banks, 
which in turn increased their purchases of bons de la D. N, or their 
deposits at the Treasury. In that w^ay the Treasury was able to 
reborrow the francs which it had sold against foreign currencies, 
and the process could he repeated. In October, speculative forces 
drove the value of the franc still higher. M. Frayssinet argues 
that the Treasury had lost its control of the market partly on 
account of the functioning of the Caisse d*a7)wrlissement, Avhich 
took over the administration of fully 48 milliards of hons de la D. N, 
and bons ordinams du Tresor, In other words, at the very moment 
when speculative forces wore driving the franc to a higher value 
the Treasury was deprived of a most useful resource of francs. 
Such a position naturally carried with it important dangers if a 
reverse movement had occurred. M. Frayssinet argues with some 
effect that the problem might have been simplified had the task of 
control been assigned at an earlier (.late to the central bank. 
M. Poincare*, on the other hand, w’as determined that the Bank of 
France sliould only assume control when the revalorisation of 
the franc was eompletccl. 

The question of the stabilisaticni crisis is one which has been 
much discussed. Among the various indices of economic activity 
some stress is laid upon the yield of the turnover tax. Betw'een 
the last quarter of 1926 and the third quarter of 1927 the yield of 
this tax declined by 301 million francs to 2,108 millions. Allow- 
ance must be made, however, for the withdrawal of the tax on 
exports, a source which had yielded a revenue of about 43 millions 
per month. The statistics of loaded waggons showed a decline of 
7 per cent, in the first eight months of 1927 as compared with the 
corresponding period in 1926, but only a decline of 2 per cent, in 
comparison with the corresponding period in 1925. The unemploy- 
mont figures, which, despite M. Poincaiv, seem only to bo accept- 
able as indi'jating the trend rather than the magnitude of unem- 
ployment, rose rapidly up to February 1927 and thereafter 
declined. And an index of industrial production declined from 
129 in October 1926 to 106 in April, after which it showed some 
slight recovery. M. Frayssinet concludes that there was some 
slackening of ceonomic activity in relation to 1926, but that the 
conditions of 1926 were abnormal, and the decline was less 
conspicuous in relation to the previous year. In the same vein, 
M. Poincar6 in his speeches to the Chamber of Deputies on 3rd and 
4th February, 1928 --reprinted in La Bestauration Financicre de 
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la iV^wce— while admitting that some crisis occurred, argues that 
its magnitude was not great. Looking to the future, the President 
of the Council appears to be less at ease, and while he believes that 
the methods of rationalisation have proved themselves to bo 
important as regards the jirosperity of Belgium, Germany and the 
United States, he does not anticipate their ready application to 
France. Rationalisation, he argues, means the sacrifice of 
individualism and originality, and these qualities French industry 
cannot afford to lose. 

In M. Fournier’s account and analysis of the Belgian problem 
it is claimed that the usual opinion that stabilisation must 
necessarily provoke an economic crisis has been contradicted by 
the facts.” But he admits that the readjustment has not yet boon 
(^ompleted. Producers still enjoy a bounty which enables them 
to compete successfully in foreign markets, a bounty resulting 
from the relatively lower level of internal })rices. Ho concludes, 
moreover, that some slackening of industrial activity in Belgium 
is probable, and anticipates that rationalisation will serve to some 
1 ‘Xtent to safeguard the prosperity of the country. 

M. Hantos raises a problem of a rather different order. Has 
the partition of Central Europe been of such a kind as to endanger 
the economic possibilities of the secession states? M, Hantos 
writes with tlic conviction that it has. He argues that the 
economic organisation of each of these states is too restricted and 
incomplete to make possible a lasting form of monetary Stability. 
It is perhaps important for economists in this country to bo kept 
aware of the economic consequences of the break-up of tho former 
Austro-Hungarian Empire, which in many respects constituted 
a real economic unity. A new sense of independence, more 
especially in countries w'hioh formerly existed under some form 
of political domination, carries with it inij)ortant dangers which are 
not eliminated by the most carefully draftofl of bank charter’s 
M. Hantos pleads for a post-stabilisation reform which will involvt* 
t he placing of the various currencies of tho secession states on a 
common footing with the additional idea of a monetary union after 
the model of that revived in Scandinavia. 

M. Lacout and M. Gausscl deal with the problem of monotar}' 
reconstruction in the United Kingdom. With regard to the 
period since 1925 they offer different conclusions. According to 
M. Lacout the stability of sterling was safeguarded by resort to 
“artificial” measures; according to M. Gaussel tho measures 
adopted were altogether “ normal.” M. Lacout finds that tho 
lack of adjustment of British prices made it necessary to adopt a 
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policy of attracting foreign balances, reinforced in 1926 by the 
fortuitous movement of funds from Franco and Belgium under the 
influence of the crises in these countries. 

It is perhaps true that in certain quarters there was a hope 
that a further rise in American prices would relieve the position. 
In fact, some such movement was in process from the second 
quarter of 1 924 up to the time when the return to gold was effected. 
But that movement did not continue. On the contrary, American 
prices showed a marked downward tendency. Accordingly, there 
seems to be some point in distinguishing, as regards the difficulties 
experienced by British trade after the return to gold, between those 
difficulties which were associated with the process of readjustment 
and those which were associated with a falling level of world prices. 
It may, of course, be argued that the return to gold standard 
conditions implied an acceptance of the risk of a rise in the value 
of gold. To that extent there may be some point in M. GausseVs 
contention that the gold problem should have been taken more 
fully into account by the Bradbury Committee. 

M. Gausscl also discusses the general economic situation of 
Great Britain and attributes its difficulties («) to the general 
impoverishment of the world, and (h) to the fact that British price.s 
are too high, if not in relation to American prices at least in 
relation to continental prices. In terms of the formula, 
N = P(K + BK') he holds that if British prices are too high, 
“ it is not that N is too large, but that K and K' are too .small.” 
But he makes no attem])t to consider the possible means of acting 
on K and K', even indirectly, while if he means that they cannot be 
acted upon he ignores the possibility of effecting a counter- 
balancing movement via N and B. 

B. T. Jack 


The UniversUy, 

St. A?irfrefrs, 


The Woi'ks Council : a German E.rperimenf in Industrial De- 
mocracy. By G. W. GriLLEBArn. (Cambridge University 
Press. Pp. 305. 10,9.) 

During tJic war, and for .some years after, the elements in 
the problem of industrial relations that were most discussed were 
not those over which most disputes occurred. Disputes w^ere 
still predominantly over w\ages ; discussion was concerned mainly 
with the workers’ claim to a share in the control ’ of industr 5 % 
or ** industrial self-government.” In this countrj^ the result of 
all this discussion in actual practice was small. It influenced the 
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phraseology of. the Whitley Eeports, led to a few interesting 
experiments in works committees, and rather widened the 
average employer’s and trade union officiars conception of the 
scope of collective bargaining, but otherwise came to nothing. 
In Germany the Revolution came just at the time when the 
demand for industrial self-government, and the belief in the 
possibility of attaining it through Works Councils, had their 
widest influence, and, by putting the Social Democrats into 
power, enabled and compelled the advocates of the claim to give 
some legislative effect to it. The outcome was the Works 
Councils Act of February 1920, the biggest innovation in the 
field of industrial relations in this generation. Mr. Guillebaud 
has made the results of this crperiment available to students. 
He has observed it at close quarters from the beginning, and 
gives us not merely the letter of the law, but tlie actual working 
out of the scheme, its historical antecedents and the contemporary 
feelings that have moulded it, the problems with which it found 
itself faced, and its successes and failures in dealing with them, 
and its effects upon industrial relations in general. 

The scheme, as Mr. Guillebaud explains it, had a double 
origin. It was a natural continuation and completion of a move- 
ment dating back to 1848, which had already before the war 
secured compulsory works rules in factories and the statutory 
workers’ committees in mines, and during the war workers’ com- 
mittees in all works (employing more tlian fifty ^vo^kers) brought 
under the Auxiliary Service Act. On the other hand, it was a 
concession to the aspirations which saw in tlie Russian Councils 
both an alternative to the bureaucratic trade unionism of Ger- 
many and the method of achieving social revolution. Similarly, 
the Councils wdien formed w^ere the object of a double attack. 
Employers sought to obstruct and neutralise tliem as an invasion 
of their own necessary powers, or to exploit them as a tamer 
alternative to the union ; wliile the ( !ommunista sought to make 
them the instrument of their attack both on the employers and 
on established trade unionism. It is not possible to summarise 
the narrative which makes it clear wdiy the Councils survived. 
It may, however, be said that they could hardly have survived if 
the unions had not been able to get control of them and put 
their resources behind them; and it would have been difficult 
for the unions to succeed in this had the Councils possessed eitJior 
funds of their own or a federal organisation of their own. In 
this country during the war the Ship Stewards’ Movement built 
up a federal organisation of its own, which functioned in the big 
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strikes of 1917 ; if the 1917 Munitions Act had included, as was 
at one time discussed, compulsory works committees, English 
trade unions might have l)een faced with a very awkward con- 
stitutional problem at the end of the war. It is made clear also 
that the Works Council system is dependent on the system of 
decentralised Industrial Courts, to which appeals can be taken 
without delay; just as the enforcement of works rules under tlie 
Munitions Acts in this country depended on the M\iniiions 
Tribunals, courts of a similar ty])e. 

The experiment has been tried under very abnormal economic 
conditions, first the period of inflation, and then the period of 
depression that followed stfibilisation. The strong bargaining 
position which labour occupied in the earlier years probably made 
it possible to establish the sj\stem ; the employers’ attack on it 
in tlie later years has not been without effect— Councils are 
moribund or non-existent over a large part of industry — but has 
failed to destroy it, and Mr. Guillebaud is of opinion that it has 
become a permanent ])art of the machinery of industrial relations. 
In spile of the abnormal conditions, or j)erhaps rather on account 
of the abnormal conditions, the scheme has had an exhaustive 
test, and valid inferences can be drawn. It is dependent on trade 
union support, but has roa<ded on the unions, compelling them to 
depart from the exclusively “ craft ” basis on which they have 
liitherto been organised. It has not satisfied the aspirations of 
the wage-earner after control ” ; but it has given him additional 
safeguards of his economic status as a wage-earner, and possibly 
done something to elucidate the implications of control.” 
These safeguards are summarised (])p. 232-33) as the right to 
supervise the execution of industrial regulations and collective 
agreements, the interposition of a valuable ‘‘buffer” between 
the individual wage-earner and the management, the opportunity 
of supplementing the wider collective agreements by works agree- 
ments, and, most important, protection against arbitrary 
dismissal. 

Tlio word “ control ” obscures a distinction wliich was com- 
monly ignored in the discus.sioiis of “ workers’ control ” in this 
(iountrj' — the distinction between control in the sense of direction 
and control in the sense of regulation. The German ex])eriment 
has shown the difficulty of admitting workers to a share in the 
former, at any rate through the medium of Works Councils. The 
representatives elected had not the education and interests required 
to make use of the statutory opportunities provided ; if they had 
the character required, they could not be sure of the support of 
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their constituents. The right of inspecting, and having explained, 
balance sheets and trading accounts appears to have been of 
little practical use ; even the right to representation on Control 
Boards of companies lias led employers rather to restrict the 
functions of Control Boards than to admit their workpeople to 
their confidence. Possibly more may come in time of these 
rights to finaiKjial information; but so far the impression is 
rather that the mass of the Avage-earners are careless in the 
matter. On the other hand, as an organ of regulation of indus- 
trial conditions the Works Council has proved its value. Mr. 
Guillebaud really explains why the Councils have both failed to 
realise the hopes they excited and succeeded in justifying their 
institution. His examination of the experiment is worthy of 
comparison with Mr. and Mrs. Webb’s work in its thoroughness, 
and constitutes, therefore, the most important contribution to the 
study of the problem of “industrial self-government ” or “con- 
trol ” that has been made in tliis country. 

H. Clay 

The University, 

Manchester, 

A Way of Order for Bituminous Coah By 'Walton H. Hamilton 
and Helen R. AVriCxHT, with the aid of the Council and Staff 
of the Institute of Economics, l\S.A. (London : Allen and 
Unwin, 1028, Pp. xviii -|- IKm. ,82.50.) 

The. British Coal Dilemma, By Isadoh Luiun and Helen 
Everett, Avith the aid of the Council and Staff of tlie 
Institute of Economics, T^.S.A. (London : Allen and 
UnAAin, 1927. Pp. xiii '170. 10, s*.) 

Coal and its Conflicts, By douN R. Raa nes. (London : Ernest 
Benn, 1928! Pp. 342. 21.s\) 

Little comfort is to be draAvn perhaps from the knoAvlcdge 
that other countries are suffering equally Avith Great Britain from 
coal disorders ; but there may bo something to gain merely from 
learning that coal problems are apt to arise irrespective of national 
setting, time and special conditions. For if this country’s pre.sent 
trouble is of a type widely experienced by others, the conclusion 
is at once suggested that the difficulty is inherent in the nature 
of the industry itself, rather than in temporary circumstance. 
The further conclusion would then follow tliat the remedy is most 
likely to be found in some modification of the industry’s internal 
structure. 

The British reader will find useful matter along this line of 
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thouglit in A Way of Order for Bituminous Coaly by Mr. Hamilton 
and Mias Wright — a survey of the bituminous area of the 
American coalfield. In following its pages he might readily 
imagine that the scene was set in South Wales or Northumbria, 
so close is the resemblance with conditions lierc. In the descrip- 
tion of “ The Plight of an Industry,” a picture is drawn of medley 
and confusion, from which only one stable factor is distinguished : 
the demand for coal. Over against tliis fixed demand,” the 
authors wTitc, is to be set a “ capacity to produce far too unruly to 
be made to servo as a balance. The law of the land and the system 
of free enterprise alike invite wdiosoever will to take a chance at 
the prizes offered by mining. Rich and abundant deposits, easy 
of access, receptive to recovery, are a lure to the adventurous. 
. . . Fresh enterprises have been started to produce coal that 
could be had at much less expense from old mines near by. . . • 
A surplus of labourers has been drawn into the industry w'hen a 
host of mine workers w ere already suffering from want of employ- 
ment and earnings. . . . Thus has the sprawling domain of coal, 
beginning in the East, taken its w^asteful and disorderly w^ay 
tow’ards fhe West and the South.” 

The situation thus traced is one w’hose outstanding features 
arc disorganised marketing, over-production, insecurity of work, 
insecurity of profits, price-cutting, and w^age-cutting — an almost 
exact replica of the position in Great Britain. The central point 
in the analysis is, however, that these conditions are due primarily 
to the existence of unrestrained competition. Under complete 
freedom of enterprise, unregulated and unco-ordinated, there 
must inevitably b(‘ failure, the authors say, to equate supply to 
demand. Supply tends always to overshoot demand : first, 
because the industry is speculative and draw.s in rash producers; 
secondly, because a mining company prefers as a rule to continue 
prc;ducing at no profit or slight loss rather than to close down 
completely ; thirdly, because the loss incurred in any single mine 
is often less wdien it is worked at full capacity than when it is at 
half pressure; and finally, because the demand of consumers for 
coal is inelastic, scarcely expanding even though an excess of 
supply may lead to an extreme collapse of prices. With a fixed 
demand, and a supply bursting under the pressure of com- 
petition, the industry tends to be chronically in a state of excess 
production. 

Such a finding, whilst based on American experience alone, 
has interest for Great Britain in that it tends to show that over- 
production — a condition often regarded here as purely a post-w'ar 
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phenomenon — may, in the case of coal, arise from conditions more 
permanent, conditions which are intrinsic to the industry itself 
whenever its competitive organisation is nntcmpered by any form 
of co-operative direction. 

The same finding is implicit or explicit in the two further books 
for review here, both dealing directly with the coal problem in Great 
Britain. In The British Coal Dilenma, by Mr. Lubin and Miss 
Everett, the analysis of causes contains a cha])ter on “ The Short- 
comings of Individual Enterprise,’’ in wliich it is stated : “ The 
truth is that wherever coal production has been allowed free rein, 
unchecked by any central control, its capacity has in recent years 
outrun any probable needs for its product.” Later it is added ; 
‘‘ By its method and point of view the regime of individual control 
is unlil^ely to lead to an attack upon the problem of adjusting 
output to the needs of the market. It was better suited to the 
needs of a day ivlicn the market for coal was almost unlimited, 
when the primary concern of the mine owner . . . was to i)roduec 
coal and ever more coal for a growing demand. To-day the 
’« lenace of destructive competition from foreign countries juid 
foreign substances forces a different problem upon the owners of 
British coal. To adjust to the modern situation rerpures a vast 
amount of scientific and economic information.” The argument 
is continued that the collection of information and the correct 
regulation of output on the basis of this information are j)ossibI(j 
only to some central organisation combining the interests of the 
industry as a wliole. 

It may be inferred from certain passages in the third publica- 
tion, Coal and its Conflicts, by Mr. John ]l. Raynes, that ho also 
would confirm the opinion that pure and unrestricted competition 
must be abandoned if a permanent solution to the coal problem 
is to be found. In place of competitive selling he w^ould prefer to 
set a nation-wide, and later an international, scheme for rt^gulating 
and marketing the output of coal. “ Holding up a periscope to 
peep into the future,” he whites, “one secs prophetically the gradual 
cohesion of the coal marketing schemes of South ^V^ales, the Five 
Counties, and Scotland, into one co-ordinated whole, possibly 
acting in concert w^ith similar marketing schomes in France, 
Germany, Belgium, Poland and other countries of Europe. 
Output will be transferred to those undertakings that can produce 
it most economically, and will be regulated according to market 
requirements.” 

On the general analysis of the causes of disorder there is thus 
fairly general agicement. At least part of the difficulty is traced 
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to the regime itscJf of competitive anarchy, which fails to secure 
the adjustment of supply to demand. But the most difficult 
problem still remains. What degree of national or international 
control of supply is necessary to ])roviclo a remedy? And what 
precise form should the control take ? On these points there are 
as many opinions as there arc w'riters. Mr. Rayncs, who gives 
little further indication of his solution than the statement quoted 
above, would seem to be contented with the extension of the 
existing coal-marketing sclicines under the control of the mine 
owners. He recognises tlie importance of widening the sphere of 
control internationally, but appears to contemplate no inter- 
vention of the Government in the system, and no general 
amalgamation of companies. It would be simi)Jy a scheme of 
output regulation. 

At the other extreme, Mr. Hamilton and ^liss Wright, dealing 
with the American situation, rest little faith in anything but a 
comjuehensive national trust. “ The consolidation of all, or 
nearly all the coal (companies into one giant corporation which 
was made a legal monopoly w’ould obviously provide the unity 
wdiicli the coal industry demands. Moreover, it olTers a means 
of reaching decisions with less confusion of tongues and a simpler 
means of earrying out ])olic.ios than is oft’ered any form of 
monopoly which sto})s sliort of consolidation.’^ In brief, wdiat is 
suggested as a solution to the disorder in tlie American bituminous 
coalfields is tlie compulsory amalgamation of substantially all 
the mines under one national control. The Directorate W'ould 
com])risc fifteen meml)crs, five representing the interests of 
consumers, five aj)pointe<l by tlic w’orkei’s in tlie industry, four 
appointed by the administrative ofiicials, and a chairman. This 
body would be ‘‘ at once an agency of collective agreement and 
an active directorate of a large corporation.” 

The authors of The British Coal Dilemma adopt a position in 
between these two extremes. It is true that the remedy towards 
which the} incline is nationalisation. But they readily admit 
its immense difticnlties. Moreover, numerous alternatives are 
recognised. ‘‘ Betw(>cii private enterprise as now carried on and 
nationalisation there are many dilTerent kinds of public co-ordina- 
tion and control whi(?h might conceivably be adojited to achieve 
the ends of an efficient industry. ...” 

If the attempt were to be made to combine the wisdom of the 
three inquiries, the task might be essayed on these lines. If new 
organisation is needed, there is a strong prima facie case for giving 
it the utmost simplicity possible, and for developing it on 
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principlejs already tried. Hence the bias, at least in Groat Britain, 
would seem to be towards the relatively simple system touched 
upon by Mr. Raynes : the extension and coalescing of existing 
marketing schemes into one effective system of control. This 
would accomplish the major aim of reorganisation ; to abolish 
competitive selling, and adjust the supply of coal to the require- 
ments of the market. It would involve nothing more cumbrous 
than a national marketing system, capable of controlling effectively 
the output of all mines. 

But there is a second aim which the other inquiries both 
emphasise : to secure the interests of the consumer. If the fixing 
of the price of coal were left entirely in the hands of an industrial 
monopoly, as suggested by Mr. Raynes, the position might be 
used not merely to restore the fortunes of the industry, but to hold 
up the community to ransom. Thus if the aim of securing all 
interests is to be attained, the national selling agency must provide 
in its constitution some means for giving expression to the concern 
of consumers. This would be an extremely delicate matter. To 
meet it Mr. Hamilton and Miss Wright propose that consumers 
should be represented directly upon the Board of Control of the 
national coal organisation. But one woirUts whether a hoard 
composed 2)artly of producers and partly of consumers, w^hose 
interests would be diametrically opposed, might not on occasions 
find itself at a complete deadlock, and unable to reach a decision. 
Especially would this be probable in the fixing of prices. Possibly 
a better suggestion for safeguarding tlie interests of both tlui 
industry and the consumers would be that of Professor J. H. 
Jones, under w hicli the price of coal would be automatically fixed 
as a function of the costs of the modal (statistically representative) 
mining unit, and the only member of the Board of Control other 
than mine owners would be an expert accountant-economist 
delegated by the Government to ensime that the price -fixing w as 
done according to rule. But the problem is not lightly dismissed ; 
and it would have been helpful if the three books under review^ 
had focussed further attention upon this and other difficulties 
which would arise after their projected re-organisation of the coal 
industry had taken jdace. 

A second point on which more discussion would have been 
fruitful — the most important point, socially, of any arising out 
of a proposal for output control — is the effect upon unemployment 
of limiting output. For the most part this question is neglected, 
and little reference is made in the three inquii’ies to possible 
methods of dealing with the additional unemployed. Mr. Baynes 
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says optimistically of his marketing proposal: “Losses on 
production will cease for the owners, and privation of standards 
of life will cease for the miners.” But if these “ losses on pro- 
duction ” are eliminated through higher prices, involving the 
restriction of output, it is evident tliat fewer men will be employed, 
and that there will therefore be considerably increased “ privation 
of standards of life ” for the workers. Similarly, the authors of 
The British Coal Dilemma, wdiilst perceiving that nationalisation 
and rationalisation will involve much imining and readjustment 
of the industry, offer little suggestion as to what may be done 
with the human material to be discarded. Clearly there is a gap 
here, a gap w Inch can only be lilled at present by some scheme for 
spreading out employment. To this end little else would seem 
effective than the reduction of working hours, carried out in 
proportion as prices and profits were restored. It is difficult to 
understand how' the thre^e writers who deal with the British 
situation should have overlooked this necessity of limitmg hours 
of W'ork as a corollary of output hmitation, since both the Eoyal 
Commissions from wiiich they liberally cpiote give sjiecial 
prominence to the necessity for the seven-hour day. 

If it were attempted, then, to select from these three studies 
the most convincing proposals for reconstructing the industry, 
and to jiress them to their due conclusion, the result would bo 
broadly this. As the first and most mgent need, it is suggested 
that competitive marketing should be abolished, and in its place 
a national agency set up for controlling the output and sale of 
coal. Then, as a corollary of the control of output, tw'o further 
measures would be necessary. One, mentioned by the American 
inquiries, would be to ensure that consumers had a voice in the 
policy of the selling agency and in the fixing of the price of coal. 
The other, mainly overlooked, would be to reduce hours pro- 
gressively with a view to countering the unemployment caused by 
reducing output. 

Some reference should be made, in conclusion, to the special 
aim and content of each of the books for review. In the case of 
Coal ami its Conjlkfs the approach is definitely historical. Mr. 
Haynes has set liimself the task of giving an account of every 
important dispute in the industry since the discovery Avas first 
made that “ black stones w^ould burn.” An immense amount of 
material has been gathered and engagingly presented. The book 
may give the impression, perhaps, that the author finds friends 
mainly amongst the owners ; but the effect of his vigorous pursuit 
of the case, whilst destroying something of its poise, has been to 
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produce three liundred closely packed pages which read not less 
easily than a novel. 

Tf a discussion of remedies is desired, the reader will find much 
that is suggestive in The British Coal Dilemma. The historical 
introduction in this case, though adequate, is much condensed ; 
and more than half of the book is devoted to the analysis of 
causes and the weighing of evidence for different solutions. .Con- 
sideration is given more especially to the proposal for nationalisa- 
tion, which is contemplated, on the wdiole, with favour. The 
main difficulty confronting the discussion in this book is that it 
deals almost entirely wdth remedies proposed by others^ and that 
these remedies are innumerable. Thus if twelve of them are 
sometimes grouped for criticism under one heading— say, national- 
isation (there are at least twelve variants of the proposal to 
nationalise the coal industry) — the object being criticised is not a 
practical remedy, but a philosophy; and the only arguments 
which can be brought to bear are those relating to the broader 
philosophic issues. If, therefore, a certain lack of incisivencss is 
to bo detected in some of the conclusions of The British Coal 
Dilemma^ the defect lies mainly in the method of approach; and 
this method is virtually inevitable unless the authors are willing 
to adopt one specific solution as the basis of argument. The most 
noteworthy contribution of the book would seem to lie in its 
preliminary analysis of causes and of tlic economic background of 
present difficulties. 

A Way of Order for Biiuminoas Coal is not to be judged b\' 
itself alone, since it is the sequel to The Case of Bituminous Coal, 
w'litten by the same authors ; it may, however, be read separately. 
Being a sequel, it confines attention mainly to the constructive 
proposals of the authors, arising out of their analysis in the 
earlier book. The scheme for co-ordinating the bituminous coal 
fields under a single national control is given in elaborate and 
thought-provoking detail ; and whatever adverse criticisms of it 
may arise in the reader’s mind, they are not likely to exceed in 
severity the commentaries, actually j)ublished at the end of the 
book, of tw'o members of the Council of the Institute of Economics. 
The discussion Is frank throughout and free from dogma. 

J. R. Bellekby 
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The Economics of Instalment Selling : a Study in Consumers* 
Credit, with special reference to tlie automobile. By 
E. 11. A. Seltgman, MacVickar Professor of Political 
Economy, Columbia University. 2 vols. Pp. xii + 357 
(Vol. I), 623 (Vol. IT). (New York and London: Harper 
Bros. 1928.) 

These two volumes arc the result of team work. Professor 
Seligman was prompted to take up the investigation because 
he read in a weekly periodical “ a dirge over political economy,” 
which declared that the bankruptcy of economics Avas illustrated 
by the failure of its votaries to attack the subject of instalment 
selling. 

He tells us that after a NX-ar's investigation and reflection ho 
is convinced that an entirely new chapter is here opening up in 
both theory ami business life. He finds that we stand on the 
brink of anotlicr revolution in economic science and economic 
life scarcely inferior to the Industrial Revolution. 

This is a strong statement, and coming from such a source 
challenges the attention. These two volumes tlien must be 
studied carefully anrl the system sounded to the depths. 

In the first place then^ is nothing very new about instalment 
selling. We have long been familiar with it in this country. 
Tims it is not a ])uroly American expedient to meet new con- 
ditions. For many decades householders have been able to 
purchase their dwellings througli building societies, and those 
organised on wliat is called the Mutual Benefit method have 
enabled members to enjoy a freehold fully paid for by their ouii 
and by fellow-members’ subscriptions. These societies were so 
organised tluit when an arranged sum liad accumulated it was 
balloted for, and the only condition as to its enjoyment by the 
winner of the ballot was the continuance of regular pa 3 nnents, 
cither weekly or monthl 3 % This sj^stem eliminated all question 
of interest on the purchase moiie}- — hence Mutual Benefit. Or, 
again, in more recent times, w’hen capital for equipping factories 
is not always easy to get, manufacturers and makers of new 
machinery and processes have been willing to instal them, thus 
giving the immediate use of machines and other facilities, the 
payment being spread over an agreed period and liquidated by 
instalments. Other applications have been in the home, the 
most common form being gas-heating and cooking-stoves, pianos 
and other expensive articles of furniture. 

Professor Soligman’s book deals esx)ecially with the motor- 
car industry. The system has been applied to this industiy in 
No. 163. — VOL. xxxix. I 
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Great Britain, and it is here, pcrhajis, as in America, that it has 
developed more fully than in any other direction. Here we 
have had Finance Corporations specially organised to take over 
risks and attend to the special conditions attendant on a fairly 
rapidly wasting asset. In America the system has been carried 
even further, as not only Finance Corporations but special Insur- 
ance and other Companies have been established with the object 
of rendering the system fool]3roof. 

We arc informed that “ there arc five different classes affected 
by the system of instalment sales : the purchaser of the auto- 
mobile; the dealer, including under this head the wholesale 
dealer or distributor, the dealer proper or retail dealer and the 
sub-dealer; the finance company; the manufacturer; and the 
banker, together with the general investing public.” The 
method, lSo far as the manufacturer is concerned, has been so 
framed as to allow continuous production all the year round. 
The normal supplies to distributors go through as usual and the 
balance of production is distributed presumably on an estimated 
demand, and the cost of this production is met by drawing three? 
or four months’ bills without recourse. One might criticise this 
as being likely to create a dangerous financial condition. Jt 
might be replied that in connection with the export of staple 
commodities, especially raw materials and cereals, there has 
been practised, for many decades, the method of drawing bills 
against shipment even though tliese goods were ship]Jed to an 
unknown market, and that it has worked without danger, tliatiks 
to the intermediary of Accepting Houses. If this be so, why 
should not the anticipated demand for cars enable manufacturers 
to produce and recoup themselves by means of bills which would 
be met by specially constituted corporations 1 1 should be pointed 
out, however, that in the case of the ordinary raw materials and. 
food-stuffs of everyday life, the demand is ])ractically certain, 
and the system enables the exporter from a distant country V' 
get the advantage of the be.st market when the goods arrive near 
their destination. Whether it is sound to attempt to a])ply the 
system to what in England, at any rate, are regarded a.s luxury 
goods is another matter. The term luxury goods could justi- 
fiably be applied to cars not required for business or professional 
purposes. One might suggest that cars for business and pro- 
fessional purposes would be paid for in the ordinary way We 
are told that 60 per cent, of the cars sold in America and Canada 
are sold under the Instalment System. That means that 40 per 
cent, are sold outright, and it is just possible an investigation 
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might show that that is the proportion between cars for necessary 
purposes and cars for luxury purposes. 

An English export who favours the system, points out that 
“instalment selling means that credits have passed from the 
producer to the consumer, and that instead of there being large 
sums owing by producers, there arc innumerable small sums 
owed by an almost incalculable number of people. The risk 
is beautifully spread from a credit point of view, and I cannot 
imagine that disaster could possibly ensue.’’ 

The spreading of risks over a large area is certainly a feature 
which merits thought and attention, as docs also the fact that a 
manufacturer, who is able to idace his manufacture of surplus 
cars in the hands of possible distributors, is able to effect a very 
great saving in storage accommodation, only to mention one. 
Nevertheless, to judge the system all round, it would be neces- 
sary to determine whether in the aggregate it would lead to 
either an increase or decrease of cost to the consumer. Of that, 
only long and continued experience could give a satisfactory 
answer. 

As practised in this country in connection with furniture, 
undoubtedly there is an additional expense, and if that were 
true of all goods handled by the system it would seem to imply 
a. lessening of i)urchasing power. The conditions in America 
and in this country are so very different that it is impossible to 
imagine that a decreased purchasing power in America affecting 
individual consumers would have the same serious effects as in 
this country. At the j)rc.sent moment, probably the most serious 
factor in causing unemployment here is the decreased purchasing 
])ower of the individual owing to increased taxation - national 
and local — and increased cost of living. One of the most neces- 
sary developments is to increase the purchasing power of the 
community. We want, above all, decreased costs not only to 
improve our iuternal markets but to help us in competing in 
foreign markets. Thus any system which might tend to increase 
costs and thereby decrease jjurchasiug power should be viewed 
with susjucion. 

Taking the contents of tlie book : in Volume I, Part 1 is 
historical and statistical, Part II is analytical and deals with 
the nature and characteristies of instalment credit and the effects 
of instalment credit. Volume II consists of seven appendices, 
dealing with Real Estate, the Volume of Retail Sales, the Con- 
sumer’s Study, the Merchandise Study, the Dealer Study, the 
Repossession Study, and the Depression Study. 



116 


THE ECONOMIC JOXJBNAL 


[MABCH 


The great care and skill evidenced in the compilation of this 
interesting study, and the fact that Professor Seligman has been 
able to get the assistance not only of trained economists but of 
interested business parties, who have placed their cards on the 
table with what may be termed an almost hitherto unexampled 
candour, warrants one in saying that whether we are prepared 
to go the whole length of describing the movement as the greatest 
event in economics since the Industrial Povolution or no, wo 
have here a possible advance in commercial and industrial organ- 
isation wliich only a very unwise man indeed would be prepared 
to dismiss without giving it profound and careful study. Those 
who ma}” undertake that study with the object of assisting the 
business community in this country to come to a decision should 
be prepared to take into consideration the great variety of con- 
ditions affecting the business world. These affect no two countries 
alike, so that our investigator should be prepared to undertake 
an equal, if not a greater amount of work, asKsisted by competent 
economists and the best commercial brains of the cuuiiiry, before 
attempting to dogmatise. 

A. W. Kiukaldy 

Grain Growers Co-operation in Canada. 15y Hakajj) S. 

Patton, Ph.I). (Harvard University Press: Study No. .‘12. 

1928. Pp. 471. 2:U.) 

The literature upon the Pool movi-nuiit is gi'owing. A 
preliminary notice of tlie (Canadian \\1ieat Pools a])|)eare(l in 
Economic Jocknac of March 1925. It was based on articles 
written for the Grain Growers’ Guide by Mr. J. T. Hull, who is 
now the managing editor of tlie /Scoop Shovclj tlic offiiual oigan 
of the Manitoba AVheat Pool. In the Year Book of Agricnllnrai 
Co-operation in the Empire, 1928, edited by the Hoiace 

Plunkett Foundation (London, Koutlcdgc), Mr. Hull continuedi 
and expanded his narrative, showing the stimulus given by llu^ 
Wheat Pools to otIuT commodity pools and the reasons whic h 
compelled the fruit-growers of British Columbia to requisition the 
assistance of the Provincial Government in the marketing process. 
In January 1928 the Bureau of Agricultural Economics, Depart- 
ment of Agriculture, Washington, D.C., issued Technical Bulletin 
No. 63, Co-operative Marketing of Grain in Western Canada, by 
J. F. Booth. This excellent publication, which may bo obtained 
for the nominal price of 20 cents, devotes the final section to a 
comi>arison of Co-operative Grain Marketing in the United States 
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and Canada. In the Journal of Farm Economics (U.S.A.), July 
1928, Mr. Booth develops the comparison or rather the contrast 
between the local farmers* elevators and loose pools of the U.S.A. 
and the integrated marketing service of the Canadian West — 
with its three provincial pools and single Central Sales Agency, 
firm five-year contract, local and terminal elevators, and direct 
representation in eastern and foreign markets. And now comes 
Dr. Patton’s scliolarly treatise, a full-dress survey of Grain 
Growers* Co-operation in Western Canada, in which history and 
analysis arc blended with subtle skill ; Part I, The Struggle for 
Free Marketing; Part 11, The Farmers* Co-operative Elevator 
Companies; Part ITT, The Movement for Collective Marketing, 
1919-27. 

Part III deals with war control : the Canadian Wheat BoartI 
(the Dominion authority which marketed the 1919 crop): the 
agitation for a renew^al of control, w hich eventuated in the creation 
of the contract pool by the organised farmers on their own re- 
sponsibility: and tlie achievements of the pools from October 
1923, w'hen Alberta led the way a season ahead of the sister 
provinces, to the time of wTiting, 1927. Dr. Patton prepared his 
study on the sjiot during the years when the farmers were dis- 
concerting the ])ro]>hois; and the judicial w'ay in which he 
ii])praises the old w ays of the farmers’ co-ojxu'ative companies and 
tlu^ new ways of tlie pools, neither depreciating tJie one nor fore- 
telling disa.^tcr to the other, contrasts strongly with the petulant 
scepticism in which academic economists freely imhilged in 1924. 
Friends and fo<'s alike have recognised that the Pool's testing time 
would come in August 1928, when the five-year contract came 
up for renewal. 4’lie Pool came into existence on the rising 
market of 1924. M'oiild it not go out of existence if the maikct 
should fall at the end of the term ? The price of wheat slumped 
heavily between dune and August 1928, but during this very 
})eriod the contracts were sucoessfully renewed, thus once again 
disconcerting the proj^hets. In 192"), 9, 7 the Pool handled over 
50 per cent, of the crop; and the president of the Pool, ^Ir. A. J. 
McPJiail, in reviewing tlie iinst chapter of Pool history, w\as able 
to say in October 1928, “ We are beginning the second contract 
period with a larger measure of control than wc have had at any 
time since the Pool began operations.” And what a record ! 
Total marketings over the period, including coarse grains, 750 
million bushels ; money tum-over one billion one hundred million 
dollars; acciiimdatcd elevator and commercial reserves over 
twenty million dollars. It says much for Dr. Patton’s insight 
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that these results seem to follow quite naturally from the economic 
evolution which he unfolds over a period of some thirty years. 

The author’s section on operating results of the Wheat Pools 
pp. 339-50) is a model of terseness. He explodes the claim of the 
grain trade that non-pool farmers have received more. Por the 
trade has used an average which neglected the fact that some 
70 per cent, of the crop moves forward during three months of low 
prices. When this is allowed for, “ the average price actually 
received by noii-pool growers — especially those selling on street 
[{,e. the small shipper] — was appreciably less ” (p. 343). Moreover 
the scheme is self-financing, and from the farmers’ standpoint 
cost him less than nothing. Por the Pool first deducts the selling 
costs of the Central Sales Agency — in 1926 one-fifth of one cent, 
per bushel; and the remainder is the base price, as at Port 
William or Vancoiuer. Prom this the tliree provincial pools 
deduct (rt) the cost of provincial operation, and (h) contributions 
to elevator and commercial reserves. The reserves arc credited 
to the individual account of pool members and bear interest at 
6 per cent. 7hus the farmers of the Canadian AVest, without any 
previous accumulation of capital, are gradually btK'oming the 
owners of a vast business; and they derive from it in the mean- 
while not only the periodic payments on the wheat they deliver, 
but also interest on their equity in the investment. From this it 
is clear how vital to the Canadian plan is the strict observance of 
the contract. 

There are those who believe that the next forward step is the 
integration of co-operative supply on a modified pool l)asis. For 
this problem too the author supplies an admirable background. 
He shows the difficulties to be faced and the substantial success 
already achieved by tlie United Grain Growers in certain lines of 
.suppl 3 \ The Saskatchewan Co-o]x?rative IJlevator (^ompany was 
absorbed by the Saskatchewan Pool in 1926, but the United Graiiii 
Growers are still outside, in unhappy disharmony with the pools 
of all three provinces. They have done much for co-operation, 
much for the pool movement it.sclf in the past. It may bo that 
in the integration of siip])ly a means may bo found whereby the 
old and the new may get together. If that could be achieved, 
nobody, 1 suspect, would be more pleased than the author of this 
book, unless, perhaps, his reviewer. 

Dr. Patton is very skilled in the art of comparison and con- 
trast. He sums up detailed exposition in comparative r<?sum(^s, 
as, for example, of the Manitoba Government elevators, which 
were a failure, with the Saskatchewan farmer-owned but govern- 
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ment-aided elevators, which were a success (p. 111). And there 
is a good comparison of the United Growers with the Saskatchewan 
Co-op.” (pp. 326-39). Dr. Patton finds the record of the latter 
more favourable, but this is mainly because the U.G.G. had to 
offset against its profits from grain-selling losses in co-operative 
supply. In Saskatchewan the losses on supply, relatively to 
achievement, were heavier, but they attached to the trading 
department of the Saskatchewan Grain Growers’ Association. 
Therefore the superior record of the Sasltatchewan “ Co-op.” is 
mainly a matter of different grouping. The book closes with a 
full bibliography and is in every way a credit to the P’conomic 
Studies of Harvard University. 

i\ K. Fay 

The Triimphmit Marhine. By B. M. Fox. (London: The 
Hogarth Press. 1028. Pp. ix -j- 148.) 

Ivdvnirifs Comhyj of Age. By K. G. TrciWEi.r.. (New York : 

Tlareoiirt Brace & Company. 1027. l^p. viii + 274.) 
.UaHvg Goods and Making Money. By II. Taylor. (New 
York : Tlic Macmillan Company. 102S. Pp. viii -f 287.) 
The New InduMrial liecolviion. By W. ^Meatux. (London: 
Victor Gollancz. Titd, 1028. Pp. 284.) 

These four hooks are concerned with a single subject — the 
industrial situation — and all arc trying to answer the question : 
Quo vadis ? 

The Triumplmnt Machine is a working-man's protest against 
mass production and the subjection of the workers to machinery. 

Guidance, selection, interest, \ariety are the needs of youth.” 
“ Indifference, mass treatment, monotony are meted out to 
them.” If there is little that is new in the book, and much of it 
might have been written in the early days of the Industrial 
Revolution, this is all the more to our discredit. The writer's 
criticisms, though tinged with bitterness, are seldom unjust or 
even exaggerated. But he has nothing outstanding in the way 
of practical remedies to offer. ” To make industry safe for 
humanity,” “ to humanise industry instead of mechanising 
humanity,” w^e must transform scientific management into social 
service. Otherwise, Mr. Fox can only advocate ” workers 
encroaching control,” but though he recommends it earnestly, ho 
is too much obsessed by the machine to allow himself much 
enthusiasm. 

Professor Tugw'ell finds very little WTong with industrjL His 
book is mainly descriptive and explanatory of the ‘‘ startling rivse 
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in our manifest power to produce goods.** This new productivity 
is entirely a matter of management, in which the worker has 
neither part nor say. “ The Industrial Revolution has completely 
denuded the worker of responsibility, just as, also, it has stolen 
away his skill. . . . The general policy of Workers’ Organisations 
can help or hinder the progress of industry, but the worker on 
the job can scarcely affect the issue.’* This state of affairs, which 
breaks Mr. Fox’s heart, troubles Professor Tugwell very little. 
It is a side issue : he accepts it without analysis and never 
mentions it again. He proceeds to discuss in detail nine general 
causes for our increased productivity, twenty-two specific or 
technical causes, and five barriers to productivity. It might 
have been thought that everything had now been said, but he 
adds and describes yet another six practical suggestions for 
increasing productivity. 

There remains the vital question : Wliat do we want from 
industry and how can wc get it ? I’he American worker rec(*ivos 
44 per cent, more to-day than he could hav'c earned in IDOD; 
ho is twice as well off as tlie London woi kman and three times as 
w'ell off as his Paris confrere, Am<'rica spcuids on ed neat ion more 
than all the rest of the world put togctlu'r. Nev(‘rtbeless there 
is poverty, there is child labour, there is waste and war. Tluu’e 
is filth and disorder in our mcKlorn cities. But tlie responsibility 
for this lies in our faulty social arrangements : IIku o is no inherent 
vice in industry. And Professor Tugwell is confident that we can 
get what we want, provided we- are wise enough not to set our 
hearts on a new Athens or a new Florence or any of ^Ir. Wells's 
Utopias. 

Mr. Horace Taylor, though less convinced, is also reasonably 
optimistic. He grips the reader’s attention at the outset by his 
attractive title and his statement of an ‘'economic anomaly.” 
The social purpose of industry is to produce goods : the i)urpose 
of the individual who engages in industry is to make money. Are 
these two separate interests identical, or do they conflict ? Can 
we still find comfort in Adam »Smith’s theory of the hidden hand, 
or must we regretfully subscribe to Professoi* Voblcn’s dictum 
that the highest achievement in business is the nearest approach 
to getting something for nothing? Mr. Taylor looks for his 
answer in the industry of to-day, and describes the position in his 
own country with the same minute detail as Professor Tugwell, 
whom he repeatedly quotes. But though the same ground is 
covered, the angle of observation is different. Professor Tugwell 
is concerned with volume and mass and the causes thereof. Mr. 
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Taylor reviews the growth and scope of industrial units, the con- 
ditions of internal efficiency and the influence of external relation- 
ships with the single aim of discovering whether or not it becomes 
increasingly necessary to make goods in order to make money. 
And he concludes that our modern large-scale production is 
definitely favourable to the interests of the community. Com- 
mitments of capital once made are largely irrevocable and irre- 
trievable ; fixed charges encourage production, and fixed charges 
are increasing. Professor Veblcn’s picture of the greedy mono- 
polist withholding goods and services from the hungry crowd is 
not even a recognisable caricature of the modern industrialist. 
Indeed goods are so plentiful that \ve have to invent an art of 
salesmanship to “ force them through a choking market ” to 
the consumer. The goods are there ; there remain the further 
question of equitable distribution, and a host of minor attendant 
problems, national and international, which Mr. Taylor indicates 
in his final cliaptcr. I]ven the correspondence between social 
interests in making goods and individual interests in inaldng 
money will not, ho concludes, by itself unlock the door to an 
untroubled state of economic alfairs. 

]Mr. Meakin’s book is of a different order. It deals with the 
grim struggles of industry in the Old World instead of with its 
fal)uloiis successes in the Now. It describes what rationalisation 
lias done for Gerjiiany and indicates what it might do for Great 
Britain. The term, we are told, is seldom used intelligently : 
sometimes it is confused with scientific management, at others it is 
identified with tnistiiieation and monopoly. ^Ir. iioakin refrains 
from defining, and confines himself to explaining it by means of an 
admirable description of the recent achievements of Germany in 
coal-mining, in steel production, in chemical manufacture and 
otlier industries. Rationalisation is sliown to be the thorough- 
going, comprehensive reconstruction of an entire industry in- 
volving the cutting out of every duplicated activity, the closing 
down of overlapping departments, the scrapping of less efficient 
equipment, and above all the allocation of specialised production 
to every a])propriate unit. 

In the Ruhr the French occiqiatiou, following upon the chaos 
of inflation, had brought the mining industry to tlie verge of 
collapse. Reconstruction was the only alternative to l)ankriiptcy. 
The process has been compared to a surgical operation, but in 
Mr. Meakin’s opinion the total amount of distress caused by tlie 
crisis in German industry has been relatively much smaller than 
the widespread and persistent misery in the British coalfields. 
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The whole industry was reorganised by a carefully-thought-out, 
concerted plan, which could hardly have been carried out by any 
less-disciplined body of owners. There is no doubt that the 
existence of cartels paved the way for rationalisation. Complete 
modernisation has produced such a degree of efficiency that in 
the Ruhr the average is hardly removed from the best. “ Every 
mine left in production is a huge coal-using factory, as well as a 
coal-getting undertaking, and all the associated coking, by- 
product and power enterprises are regarded as an integral part 
of the industry.’’ An interesting development is the long-distance 
supply of gas, whereby towns more than a hundred miles from the 
collieries are supplied by these with gas at a cost smaller than that 
of production on the spot. The figures quoted show that the 
German coal industry can pay its way, allow liberally for depre- 
ciation and make a profit. (Incidentally, there appears to be a 
slight discrepancy between some of the figures on pp. 79-80.) 
The achievements of the Steel Trust are even more remarkable 
than those of the coalfield. The chemical industry was already 
in the hands of a single Trust before the war, and new activities 
were directed mainly to the adaptation of the industry to new 
needs and now conditions. By 1927 Germany had regained her 
supremacy as a seller of chemical products in the world market. 

Although rationalisation has been most drastic in the basic 
industries, yet its principles have been applied in varying degrees 
to the textile industry, to engineering, and to the electrical 
trades. Everwhere there has been a desperate, gigantic effort 
to raise Germany out of the abyss, and anyone who ehanced to 
visit the industrial districts, and more particularly the Ruhr, for 
the first time to-day would have considerable difficulty in believing 
what conditions obtained between 1923 and 1925. 

The process could not have been carried out without the 
operation of the workers, whose attitude to the movement 
significant. The General Federation of Trade Unions and tht‘ 
organisations of salaried workers are agreed that rationalisation 
is a necessity. But they insist that tlie workers shall share tlu' 
benefits, and shall not be left to bear the brunt of the hardships 
of the transition period. The wen who arc displaced by the 
initial changes must be financially assisU^d until they can be 
re-absorbed. Once the industry is rationalised, real wages must be 
raised. Whatever their own views of private enterprise and the 
future of industry, the Union leaders hold that ** a joint effort by 
all parties is worth while ” to tide over the existing crisis. 

The moral for this country is obvious. In Chapter X, entitled 
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“ The Choice of Labour,” Mr. Mcakin places the issue in the clearest 
possible terms before the leaders of the Trade Unions. The policy 
recently outlined by the General Council of the Trade Union 
Congress is a satisfactory enough reply, though Mr. Meakin is not 
too sanguine. “ How far the Council will be able to convince the 
industrial movement as a whole of the wisdom of the decision is a 
matter for future revelation.” If there is no chapter specifically 
entitled “ The Choice for Employers ” it is only because every line 
in the book is addressed to them. Important as the attitude of 
labour may be, and some of their most cherished traditions will 
have to be abandoned if success is to be achieved, the policy of 
the employers will be the deciding factor.” And at present, “ if 
there is confusion of thought among the workers and their 
leaders,” “ it is at least matched by the chaotic mixture of ideas 
ill the minds of the majority of employers.” The best that Mr. 
Meakin can say for us is that there is beginning to be a change of 
outlook. But our worst danger is that rationalisation may bo 
“ carried out in long-drawn-out stages, without any general plan 
or co-ordination, with no effort to secure the co-operation of the 
Unions.” In short, ‘‘ muddling along ” would be accompanied 
by infinite suffering. The Ne^v Industrial llerolution can be 
warmly recommended to every business man, every politician 
and every municipal authority in the country. 

H. Rkynard 


Economic Problems in Europe To-day. Edited by W. Henderson 
Pringle, M.A., LL.B. (London : A. and C. Black. 1928. 
Pp. xi -h M9. r)o‘.) 

The. Economic Problems of Europe, By ]\I. Philips Price. 
(London ; Allen and Unwin. 1928. Pp. 218. 8.9. (k/.) 

The first of these volumes consists of lecture.s given by 
invited visitors at the City of Birmingham Commercial College 
in the autumn of 1927. Although thus the work of contributors 
who were obviously chosen as experts in their subjects, it suffers 
from a conspicuous lack of unity. The editor says that the 
lecturers were given an entirely free hand in developing their 
themes. The result is a collection of chapters very diverse in 
character and scope and unequal in their practical value. While 
it is certainly true, as the publishers tell us, that the essays may 
serve as valuable introductions to the study of the countries with 
which they deal, it cannot be claimed that they ” show clearly 
the stage which tliesc countries have readied in post-war recon- 
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stnictinn.” Writing on France, Mr. George Peel, as might be 
expected, concentrates his attention on national finance and 
financial policy, of which he has little except what is favourable 
to say, though incidentally his presentation of facts and figures 
will prove to many minds the unreasonableness of the successful 
Frencli claim for the scaling doAvm of her war debt to this country. 
Professor Salvemini likewise takes a rosy vit^w of Italy’s economic 
position and prospect ts, yet lie is careful to show that his country^ 
was already again well on t he upgrade before Mussolini’s “March on 
Rome.” He attributes, to the dictatorship which followed, three 
great financial blunders — the opportunity which was olfered in 
January, 1923, for the annulment of the Italian war debt to Great 
Britain, the inllation of the currency in 1020-6, and the undue 
haste shown in revaluating the lira in 1026-7 ; though he drily 
admits that even if the Fascist Government had not committed 
these mistakes a different Government would have been guilty 
of ethers. Only in »Salvemiiu’s ('ha])ler does ]>oliti(‘al feeling 
come strongly to light, though for this great allowance should be 
made. 

Writing on Gzeclio-SIovakia, Dr. Seton Watson devotes to 
history a large amount of space which in a Avork of this kind 
might, perhaps, I)ave been given more usefully to actual ])roblems 
of the })resent day. His generous admiration of the skill and 
success with which the leading statesmen of the iu‘\v and larger 
Bohemia have faced tlieir difficult tas|:s is altogether justi(ia])I(\ 
but one regrets to roid his opinion that it is “ essential ” that 
Czecho-Slovakia should prevent the union of Austria with (h*r~ 
many, supposing these two indej)en(lent States find union to be 
vital to their mutual interest. If Czecho-Slovakian statesmanship 
seriously contemplates any such action, e\en Avith the help of 
France, it w'oiild seem to be deteriorating, and the outlook for 
Europe is dismal. The chapter on Germany hy Dr. W. II. 
EdAvards, the London correspondent of a leading Jk‘rlin journal, 
might have been extended with advantage, yet within its limits 
the survey A^bich it contains is excellent. It gives the impression 
that Germany has long passed the sulking stage, and in spite of 
the many harsh handicaps imposed on her by the Treaty of 
Versailles, particularly tlic outright annexation or temporary 
alienation of so much of her territory, she is rapidly “ making 
good,” and that practically all sections of the poimlation arc work- 
ing to this end. On this subject Dr. Edwards Avrites : “ Tlu^ 
German AA^orkers and the workers’ leaders agree with the sensible 
leaders of industry, who arc ha})pily in a majority, that what is 
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to be achieved for the people is a living wage for the workers, a 
fair interest on capital, the encouragement of research, and, above 
all at the present time, the rationalisation of industry, which 
means a maximum of output of standard quality out of a minimum 
of raw material and a minimum of human labour.*’ The short 
section on Belgium is sligiit and scrappy, and will add nothing to 
the knowledge of any fairly well-informed reader. One must 
conclude that M. Emile Cammaerls had either no time or no 
inclination to play up to his colleagues. The chapter on Russia, 
too, is not altogether satisfactory, and gives the impression of 
having been written too much from the outside. It is full of 
generalisations and vague speculations as to the future, but the 
writer, Mr. Michael Farbman, seems as unable as most other people 
in this country to form any definite ideas as to where the Soviet 
Union is heading for, and how soon, if at all, it will get there. 

Even if Mr. Price had not said in an introduction that his book 
is in part a reproduction of lectures given to Labour Colleges, and 
Mr, Sidney Webb had not WTitten a ‘‘ foreword ” of w arm com- 
mendation, a certain “ tendentiousness ” of thought and stylo, 
at once noticeable, w'oukl have prepared the reader for economic 
discussions of a somewhat unorthodox kind. That in itself is 
no fault —far from it ; l)ut in a serious w ork like tliis one does not 
like to bo continually treated to w'orn-out cliclus of party con- 
troversy. ll(‘re we have again the old definition of interest as 
tribute.” (/apitalism ’* and “ capitalistic ” enterprise arc 
butts for the usual screeds : on one page the author speaks of 
“ unrestrained predatory capitalism ” and on the next of pre- 
datory capitalistic exploitation.” Again, it is neither good 
economics nor good history to say that IManchcsterism ” fought 
a war wdtli (diina to “ make her people consume opium,” that 
“ Birminghamism ” fought a w'ar w ith the Boers to “ make them 
construct raihvays maile from the metal of tlie Black Country, 
to serve the mines,” and that the late war Avas similarly due to the 
intrigues of financial and industrial interests. No doubt finance 
has a hand, more or less, in most wars, either as a propelling or a 
restraining force, but if any w'ar in history was the direct work of 
diplomatists and statesmen it was the war of 191 4-1 S. 

There is, however, better tlian this in the book, and when 
Mr. Price gets upon the more neutral ground covered by the later 
chapters the reader will find much to inform him and to stimulate 
thought. All that he says about the attempts which are being 
made in various countries to solve the ‘‘ production crisis ’ — 
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?.c. to adjust supply to a decreased or stationary demand — as by 
international combination and regulation of production, is timely. 
Again, in discussing the value of what he broadly calls “ colonial 
territories ’’ as spheres for trade and investment he is traversing 
ground as yet only partially explored. Although he may be 
thought to make rather too free and bold a use of figures, and in 
general to be too dogmatic, it is at least cheering to have his 
opinion that these markets offer such possibilities of expansion 
that they protect West European industrial countries from any 
immediate danger of catastrophic crises. Even the rivalry of the 
United States in the colonial markets does not appear to alarm 
him. An analysis of some figures quoted by him in this connection 
gives interesting results. These figures relate to British and 
American capital investments in Canada, and it will be found 
that while 46 per cent, of the American total relates to what may 
be regarded as industrial undertaldngs (comprising forests, paper 
and saw mills, mining, fisheries, and ‘‘ general industries ”), 
and only 16 per cent, to works of development (i)articularly rail- 
ways and land), the corresponding proportions in the ease of 
British investments arc 19 per cent, and 50 per cent, respec- 
tively. A clear difference of standj)oint, whether conscious or 
not, appears to be shown here, the capitalists of the mother country 
spending largely for the sake of the future, the American investors 
looking more for early results, and probably, as in South America, 
financing industries in order to work them. 

In spite of all his criticism of ‘‘ capitalism,” it is satisfactory 
to have the writer’s assurance that there is “ no evidence of an 
economic breakdown in the national economy of Britain,” and his 
admission that in spite of so much unemployment and short-time 
working, the workers get roughly the same real values from 
the national income as before the war,” though llie amount left 
over as a surplus for luxury expenditure and savings for invest- 
ment is less. He puts the fall in savings at from 16 per cent, in 
1913 to 12 j)er cent, in 1924, but it is notable that a larger i)ropor- 
tion of these savings is now invested in home industiy, the pari 
which goes abroad being correspondingly smaller; though tlie 
author agrees with i\Ir. J. M. Keynes lliat the latter figure should 
be still further reduced. Summing up his conclusions, the writer 
contends that for the prosperous development of Western and 
Central Europe (Great Britain being included) it will be necessary 
to re-establish the home markets by increasing the purchasing 
power of the masses, to imsh the export trade by raising the 
standard of living of the Asiatic and African “ coolie populations,” 
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and to accelerate the new industrial revolution now in progress 
by a judicious application of a portion of the nation’s savings 
in new schemes of internal development. He might have added 
two further important desiderata, which are (1) the increase of 
the real value of wages and salaries by bringing retail profits much 
further below the war-time level than they are at present, a 
question which the Food Council has yet to face seriously, and 
(2) the discouragement of violent economic changes at a time 
when industry is struggling desperately to get on its feet. 

W. H. Dawson 

A Ilidory of Lloyd's. By (J. WraoiiT and C. K. Faylk. (Mac- 
millan & Co., Ltd. Pp. 475. los.) 

Of all forms of business we should ex|>ect that of insurance 
by its very nature to be developed rather by corporate than 
individual enterprise. 

It is remarkable, tlierefore, that the important business of 
marine iiusurance has been in the main developed, and is still 
conducted with great cflicicncy and success, by individual under- 
writers each personally responsible only for the insurances covered 
])y himself. The underwriters are known all over the world as 
“ Lloyd’s,’’ whose motto is, Each for himself and not one for 
another.” ’fhe History now before us is an official record of the 
stages by which that famous Corporation has progres.sed from its 
origins in the latter part of the seventeenth eentury. Marine 
insurance had not then become a specialised business, but was 
mainly undertaken by the Merchant Adveiit\irers tliemselves as 
a sidc-lijie to their ordinary trading business. Prompt and 
ndiable shipping and commercial news was then — as it is now — 
an important factor in the successful conduct of marine insurance. 
In default of any organisation for the circulation of news the 
merchant underwriters had to rely on i)ersonal intercourse for 
the exchange of the latest news which an ived daily fnun different 
parts of the world. A common nu'cting-place was therefore 
needed, and this was supplied by a coffee house kept by Edward 
Lloyd. The habit of frequenting this coffee house for the exchange 
of news by persons interested in shipping and foreign trading is 
the germ out of winch has grown the present Corporation of 
Lloyd’s. 

For many years Llo\'d's remained merely a eonveiiient 
meeting-place kept by successive proprietors who catered specially 
for the shipping interests. But the incorporation in 1720 of two 
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insurance companies authorised to transact marine insurance 
naturally drew the private underwriters closer together and gave 
a more specialised character to Lloyd’s Coffee House. It was not, 
however, until 1771 that the frequenters of Lloyd’s converted 
themselves from a chance assembly of individuals into an organised 
society.” 

For the next hundred years IJoyd’s remained a society or club 
managed by a committee of members, until in 1871 a special 
Act of Parliament was passed converting the society into a legal 
Corporation. 

In the official History the various stages in the growth of this 
society are recorded with ability and authority by the joint 
authors — ^Messrs. Charles Wright and C. Ernest Faylc — who 
have, of course, had access to all available records. The authors 
rightly claim that this unique institution “ is a striking example 
of evolution. . . . Like all creatures of organic growth, Lloyd’s 
at its point of liighest development retains many traces of the 
conditions in which it was born.” In its almost accidental 
origin and its haphazard development it is a ri'inarkabh^ example 
of the mysterious w'orkings of tlu^ lOnglisli genius. 'I’herc was 
no cut-and-dried constitution. Until the Act of Ineor[)oralion in 
1871 the society contiiuiod as free to alter its rules and regulations 
as any local cricket club. New i)racti(.‘es gnnv ii]> and old ones 
gradually became obsolete. I’he memb(‘rs carried on their own 
affairs and did not bother themselves about the rules of the body 
to which they belonged until some crisis arose which called foi‘ 
common action. The authors, referring to the absence of records 
of General Meetings over long periods, tell us, Tlic years 1788, 
1789, 1790 and 1793 are all completely blank. It is highly 
charaoteri.stic that, at the last General Meeting in 1780. all 
business w^as postponed — and the next Meeting was not held 
until 1791 ! ” 

From the outset there were two matters which obviously 
invited cornmoii action. The first was the establishment of some 
news sheet, the editors of which would collect from all available 
sources and publisli from time to time the latest sliipjang and 
mercantile news. The second was the preparation and main- 
tenance of a register containing reliable particulars as to the 
condition and equipment of any ship w'hose hull or cargo might 
be offered for insurance. 

It is signilicant that “ Lloyd’s List,” which provides the 
underwriters with the latest intelligence, was established, not bv 
the underwriters themselves, but by an enterprising successor of 
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Edward Lloyd in the ownership of the coffee house. Correspon- 
dents were appointed at the principal ports, and a very remarkable 
arrangement was made with the Postmaster-General by which 
the Lists of arrivals, sailings, etc. Avere forwarded by these corre- 
spondents addressed to the Postmaster-General, with the word 
“ Lloyd’s ” in the corner, entirely free of postage. These Lists 
were opened immediately on arrival of the mails and sent to the 
Master of the Coffee House before the ordinary delivery of the 
letters. This arrangcunent, made in consideration of a payment 
of £200 divided between two Post Olliec officials, gave Lloyd’s 
List in effect a monopoly of the shipping news. The provision 
of a register came a little later. In 17G0 a society for the jiro- 
(liiction of a Register Book of Shipping was formed by a group 
of underwriters, and tliis society was the direct ancestor of the 
Lloyd’s Registry of to-day. 

The importance of Idoyd's as a national institution was very 
much enhanced by the wars of the eighteenth century. And it 
was the long-drawn-out struggle with Prance, lasting almost 
continuously from 1793 to 1815, which ultimately established 
Lloyd’s in tlie unique position it has since maintained. When 
war breaks out the marine insurance market is faced with a new 
problem. The risk of loss by capture or destruction by enemy 
action has to be covered, 'i’he business of the underwriters is 
tMiormously increased, but until some experience has been gained 
they have merely to guess at the proper premiums to charge. In 
1914, thanks to the foresight of Mr. Asquith, a carefully-thought- 
out State Insurance Scheme was brought into action at the outset 
and this bore the brunt of the lirst shock of the war and continued 
io carry a laige proportion of the war risks. During the 
Xapoleonic wars the pace was slower. The underwriters had 
tiiiie to gain experience, and in spite of severe losses from time to 
time, British commerce prospered and British tonnage rose from 
L5U),000 tons in 1792 to 2,610,000 tons in 1S14. These con- 
ditions provided a golden opport\mity to the skilful underwriter 
with adequate resources. There were, of course, failures, but the 
authors claim with justice that “ the credit of the leading under- 
writers was never seriously sluvken.'’ An important by-product 
of the war was the establishment of intimate relations lietwecn 
Idoyd’s and the Admiralty. As in the late war, it was found 
necessary to create a system of convoys, in the management and 
control of which the Admiralty sought and obtaiiunl the eo- 
eperation of Lloyd's. Eventually, in the words of the authors, 
' Lloyd’s seems to have been regarded by both sides as the natural 
No. 153. — VUL. xxxix. K 
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channel of communication between the Admiralty and the 
Mercantile Marine/’ 

It is in keeping with the character of Lloyd’s tliat even when 
it liad been recognised as an essential part of the national economy 
no attempt was made to set up a formal constitution. The 
coiTcspoiidencc with the Admiralty continued to be signed by 
the Masters of J^lo^al’s Coffee House, until in 1804 the office of 
“ Secretary was created. Early in that year the then ScxTctary 
of State for War — Lord Camden — had written declining “ to enter 
into epistolary intercourse with the waiters of Lloyd’s Coffee 
House ” ! 

TJiere have been important developments in recent years, 
notably the invasion of other fields of insurance. But tlie great 
period of organic growtli ended with the close of the Napohumic 
war in 1815. 

1’lic History of this soeiedy, whieli has succeeded in (jombining 
the fivcdoin of individual enterprise with tlu^ power and authority 
of a great corporation, deserves the atltaition of every student of 
economic liistoiy. 

C. it. V. (JOUTTS 

lh\siorij of the Jiojjcd Brnik of Scolkuid, l727-l!)27. By IseHi 
Munko, LL.D. (Edinburgli : IVivately printed. K. & 11. 
Clark, Ltd. 1028. Pp. xviii -f 417.) 

It appears that the centenary of tlie Kojal Bank of Scotland 
passed without any special note, but when the bi-eentenary was 
reached in 1027, the Governor and Directors determined tlnat the 
occasion sliould not pass without some peiTuanent memorial. 
They were well a(lvis(‘d in .selecting the author of John rtdid 
and Doom. Ca.'itle to write the history of the Bank. The Scottish 
banking system '* has been recognised as probably the greatest 
and most original work which the genius of tlie Scottish people ha^ 
produced,” and so it is fitting that its history sliould have been 
already described, as for instance in Kerr's iliMory of Scott i h 
Banking and Graham's £1 Note, but, with the exception of the 
excellent statistical and annotated volume by C. W. Boaso on A 
(.'eninry of Bayiking in Dundee, the individual banks still require 
to find chroniclers. There is a great advantage in obtaining the 
sequence of events in the case of a particular institution, as for 
instance when Mr. Keil Munro describes carefully the causi's of 
the application for each new charter of the Royal Bank, or for 
successive issues of capital, or again the reasons for various 
absorptions of other in.stitution.s. While the author admirably 
relates the history of the Bank to contemporary events, he is 
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careful to cull from a patient study of the minutes various 
happenings of domestic interest, which have a much wider appeal, 
for, collected and arranged as these are, they will be indispensable 
to the economic historian who deals with the eighteenth and 
nineteenth centuries, and the art of the skilled literary craftsman 
has woven these into an exceedingly attractive whole. 

The Royal Bank of Scotland was one of those institutions the 
capital of which was provided by the subscription of an existing 
government stock — in this case one known as ‘‘ The Equivalent/' 
which arose out of the Act of Union. The clear statement con- 
cerning the origin, the history and the ultimate extinction of this 
stock is based on a manuscript of Mr. H. II. Pillars. The Bank, 
like its older rival the Bank of Scotland, founded in 1G05, b(‘gan 
business in a luimble way ; still there was an air of amplitude in 
its early proceedings, since the first entry is an order to pay 
Ruddiman, the historian, £0 ox. for translating the charter into 
Latin. The early accounts for stationery include *' staiidishes ” 
(ink-stands) “ killaYin<‘ ” pens (lead pencils) and *• pownee’' (the 
line sand used before blotting-paper). In the lirst year the salary 
list for (‘ight otlicials and servants amounted to £470 I3x. 8d. The 
]>rinting of bank notes was s\ipervised by a conunittee of directors, 
and th(? obtaining of the paper from the mill where it was made was 
an occasion when *’ drink money ' was voted to those charged 
with this duty. In fact in the early history of the Bank every 
occasion for modest conviviality seems to have been eagerly 
seized, and for a long period the Royal had its ** tavern fund,” 
which, however, did not impair ** the tonic intluence of high 
tinance,” to which Dr. Munro attributes the longevity of the 
chief ollieials. 

Einaiioe in tJie eightecjith century still had a strictly personal 
character, oven when carried on by a Company. The early com- 
j>etition ot the Bank of Scotland aiul the Royal, in the words of 
Mr. Munro, had much of the lierce reprisal spirit of the old elan 
feud, tacdics that to-day wfudd seem (lictnted as mucJi hy persoiml 
animosities as by the struggle for survival, craftiness that 
resorted to the most infantile expedients." In those days the 
Bunk of Scotland had the r(*j>iita(ion of having Jaeobite associa- 
tions, while thosi' of the Royal were Whig, and it is eiirioiis that 
Drummonds (wliich was absorbed by the Royal in 19*24) was 
certainly Jacobite. The (*vents of 1 74o showed hou little, outside 
the respective partisans, the Uehellion alTi'ctc'd the average man 
of affairs. When the Pretender occupied Ediid)urgh the funds 
of the Bank were sent to the Castle, wliieh was blockaded but not 
I'oduced. Murray of Broughton presented a considerable quantity 
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of notes, demanding payment. He gave a pass for certain of the 
Directors to proceed to the Castle to obtain specie, which was 
delivered after dinner at a coffee house, the recipient proceeding to 
Holyrood in a sedan-chair. This was far from being the only 
occasion on which the Bank experienced excursions and alarums. 
In 1819, during the so-called Radical Rising at Glasgow', the bank 
office there was guarded by a company of sharpshooters. Again 
in 1868, riots, also in Glasgow, took place outside the bank 
premises, and as late as 1908 the Motherwell bank was raided and 
that at Ganton in 1923. 

Space forbids a mention of more than a few very interesting 
side-lights on business, social customs and points of view. It is 
explained that Higliland depredations were usually confined to 
cattle, “ through some illogical Gaelic sense of tlie personality of 
money.” One likes the candour of a committee of Directors to 
whom in 1818 the existence and the nature of a mercantile bill 
\ ’cre something of a mystery, when, in giving the Jesuit of their 
1‘esearchcs, they add : “ This dissertation mnij be thrown away on 
the other Directors.” The Royal was asked, in 1830, to call a 
jiiecting of the creditors of Sir Walter Scott in oi-der to recognise 
his dauntless sense of honour, when tangible exju’ession w'as given 
to their very higli sense of his most honourable conduct and in 
grateful acknowdedgment of the unparalleled and most successfid 
exertions he has made and continues to make for them.” Tlu^ 
Royal, indeed, is not only a Scottish Bank, it jnight almost be 
said to be a Scott bank, since successive Dukes of Buccleuch 
have been either Governors or Deputy -Governors for 130 years 
out of the tw'o centuries of its history. 

There is so much to admire and to be grateful for in Neil 
Munro’s Ilisiory tliat it is perha])s a little ungracious to mentiofi 
a few slips. Dr. Hugh Chamberlain was not the “ first projector 
of the Bank of England. The rival institution he promot(‘d 
described in Joint Slock Companied, III, pp. 204, 246^-9. Though 
William Paterson’s descendants have been something of a thorn in 
the flesh to the officials of the Royal over a mythical inhcritanc(\ 
he should not be deprived of liis due. The conditions of the note 
issue of the Bank of England as recorded (p. 224) arc liable to 
mislead. There seems to be some confusion about the beginning 
of the provident fund of the Royal. It is described (]). 341) as 
having been constituted in 1820, but we arc told elsewhere (p. 1 68) 
that in 1811 a pension was granted from “ the fund for the behoof 
of decayed and superannuated oflicerH of the Bank.” 

W. R. Scott 
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The Industrial Revolution in the Eighteenth Century : an Outline 
of the Beginnings of the Modem Factory System in England, 
By Paul Mantoux. Revised edition. Translated by 
Marjorie Vernon. (London: Jonathan Cape. Pp. 539. 
105.) 

This is the first book to appear in the “ Bedford Series/’ 
which is designed to present to English readers standard works 
in economic history written by continental scholars. The choice 
is an excellent one. A translation of J.a RevoUdion Indusirielle 
has often been asked for, as it is the only comprehensive survey 
of the last forty years of the eighteenth century. For some time, 
indeed, it has been difficult to get copies of the original French 
edition, which was published so long ago as 1906. It is true that 
M. Mantoux has had a considerable influence on the last generation 
of teachers and writers of text-books. Much tliat he wrote has 
been incorporated in the general treatment of the Industrial 
Revolution ; so much so that it is difficult to realise to-day what 
an important contribution to the subject his book was twenty 
years ago. Since then we have had studies of special aspects of 
the movement from the Hammonds. Professors Unwin, Heaton 
and Daniels, Mr. Ashton, Dr. Hamilton and others. Inspired 
by M. Mantoux, Charles Ballot set himself to collect material 
for a similar history of the beginnings of industrialism in France, 
and left at his death the researches published as I/I nfroduction dn 
Mackhume dans L'lndusirie Fran^aise (1023). So much has 
been done since 1906 that il. Mantoux had to undertake a revision 
of his book before it could be issued in an English form. He has 
preserved the main structure of the work, making here and there 
corrections and additions called for in view' of recent research. 
As a provisional synthesis, he tells us, he has allowed it to stand. 
Jn this ho was well advised. The critical examination of the 
organisation of industry on the eve of the Industrial Revolution, 
the account of the expansion of foreign trade, the analysis of what 
is implied by “ factory ” and “ machine,” the contrast between 
the development of the textile and metal industries — all these are 
of permanent value as contributions to method. 

The English version is on the whole a competent piece of work. 
It may seem ungrateful to point out that the translator nods now 
and then. The just balance of the Englisli sentence is not always 
achieved and sometimes the meaning remains a little obscure- 
There are curious slit>s. In referring to the original capital of 
the Bank of England (p. 98), "" douze cent millc Hires is twice 
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rendered as ‘‘ fifteen hundred thousand pounds.” On the follow- 
ing page there is a serious blunder. By taking the pronoun 
die ” to refer to the Bank of England, instead of, as it does, to 
the East India Company, Sir Josiah Child is made Governor of 
the Bank which is attacked on account of his Tory politics 1 Such 
slips point to a certain unfamiliarity with the subject-matter. 
Other examples may be given. “ The carriage invented by Henry 
Maudsley ” (p. 305) is not an adequate translation of “ le supjiort 
d chariot'' i.e, the slide-rest. “ La Compagnie Baltique " (p. 95) 
should be rendered “ tiic Eastland Company,” and not literally. 
David Mushet is consistently called D. Musket. These are small 
points, some of which a more careful reading of the final proofs 
would have corrected, but there is one extraordinary medley of 
inaccuracy and inconsistency to which six'cial attention ought 
perhaps to bo drawn. In the acknowledgments (]>. 44) M. 
Mantoux is made to express his indebtedness to “ Trofessor 
Foxwell, of the University of Cambridge, who threw open to us 
it;, {sic) library, rich in economic literature.” ‘* . . . m riche 
hibliotlmpfe de littcralure cconomlgnc " means, of course, Brofessor 
Foxwell’s own library, not that of his University. The translator 
actually appends a footnote to say tin? hooks are now in the Central 
Library of the UnivTrsity of London. But this again is con- 
tradicted (p. 500), where, in place of the statement of tlu’ original 
French edition, that the Foxwell Collection had be(‘n acquired by 
the Goldsmiths Company and deposited in the J,«ondon University 
buildings at South Kensington, it is asserted that the bofiks are 
now at the London School of Economics. Many students would 
be glad if such a transfer could be effected. But it has not been 
made. It is difficult to understand how it came about that a 
statement of fact was omitted in favour of an inaccurate jiiece 
of information. 

J. F. Hees 

University of Birmingham. 


Malerialisme llistorique et Interpretation Bconomlque de I'Jlidoire. 
Pur Henri See. (Paris: Marcel Giard. 1927. Pp. 13G. 
lO/r.) 

Professor See has written an interesting essay on the origins 
of the materialist conception of history and its value as a canon 
of interpretation. 'I'herc is no particular novelty in his treatment 
of the subject. Ho ascribes to Marx, in collaboration witli 
Engels, full credit for the enunciation of the theory, and he 
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approaches it without any presumption in favour of or against 
its validity. The footnotes and bibliography at the end provide 
an excellent guide to the general literature of the question. 
M. See is pt^rhaps too much inclined to stress the argument that 
Marx put forward the theory before he had made a compre- 
hensive study of history. This procedure he frequently describes 
as “ unscientific.” 11 ])rcnait pour loi ce qui n’est qu’unc theorie,” 
writes M. Sec (p. 125), in attempting to rebut Engel’s claim that 
Marx made a discovery comparable with that of Newton. But 
surely it is comparable in the sense that both Newton and ^larx 
advanced hypotheses as an explanation of ph(‘nomena. The 
difference is that uniformity in the physical world can be much 
more accurately ol)served than in the world of social relations. 
The theory is admitted to be “ unc part notable de veritc ” 
(p. 129), and consequently the fact that it was formulated before 
it was fully tested is of little significance. Nor indeed does the 
method dilTer from that followed by scientists. Tlie real problem 
is to determine how far tlie generalisation covers the facts. On 
this the author has some acute things to say both with regard to 
the facts of history and the forecasts made by Marx. It is 
impossible to ])r()ve that all social disturbances in the j)ast have 
been causcnl by ])ur(‘ly economic factors. Political and religious 
differences have led to war in circumstances in which it would be 
difficult to contend that they were motives masking fundamental 
economic antagonisms. As to Marx\s views on the concentration 
of capital in the hands of the f(‘W and the increasing intensity of 
economic crises, they do not seem to be confirmed by modern 
tendencies. 'J'he v('ry fact that Marx promot('d active propa- 
ganda goes to show that ho was not content to al]t)w forces to 
achieve the inevitable communism which he ])ostulated. But 
this paradox, of which M. See makes much play, can Ix' ])arallclcd 
from the lives of ("alvinists such as (Yoinwcll and fatalists such as 
Napoleon, who certaiidy did not stand by and allow predestination 
or fate to work out their own ends. Tlu're is no doubt that Marx 
stated his theory in a too dogmatic form. The remarkable fact 
is that those who are unwilling to ae(*e]>t it do not see that the 
economic interpretation of history is in a sense unavoidable. 
The term “ economic ” is merely a eonvonicTd label which is 
a})plied to certain aspects of man's activities. If these activities 
can be isolated for piir]>oses of discussion, and they are in them- 
selves important, the attempt to discover their significance in 
history is a legitimate inquiry. Marx found them fundamental — 
an excellent provisional hypothesis. He saw them expressed 
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throughout history in class struggles. These may or may not be 
identified with the actual revolts and wars which have occurred 
in history. M. See is inclined to make the identification. While 
it must be true, on the Marxian hypothesis, that there are 
economic motives behind every violent outbreak, it does not 
follow that class struggle is not present, or even acute, when there 
is no outbreak at all. 

J. F. Rees 

University of Birmingham. 

Die Wirlschaftstheorie der Gegenwari. Edited by Professor 
H. Mayer, Vienna. A memorial to Friedrieli Wioscr. 
4 vols. (Vienna: Julius Sprengei. Pp. 1300.) 

These volumes were to have been presented to Wieser on his 
eightieth birthday, and arc now issued in honour of liis services to 
economic science. The first volume contains a general view of the 
position of research in industrial countries ; the second deals with 
value, prices, production, money and credit; the third with 
income and distribution ; and the fourth witli the theory of 
conjuncture and crises, foreign trade, finance, and socialism. The 
list of writers is distinguished md representative, and their 
tribute to Wieser is worthy of him. 


J). H. Macgregor 



NOTES AND MEMORANDA 

Notes from Holland 
(By our Dutch Correspondent) 

Almost simultaneously with the promulgation of the New 
Companies Act in England, legislation on limited liability eom- 
])anics in Holland was completely revised. A comj)arison of 
both new systems, attractive though it would be, would take too 
much space; we confine ourselves accordingly to stating the 
principal changes in the Dutch law. The original regulations, 
dating from 1838, gave general principles which were elaborated 
in certain cases only. The new law' is more in accordance with 
modern legislation in other countries and gives detailed rulings : 

1. Formation of limited Uahility companies, — Before starting 
business the company has to publish in the Siaatscourant (the 
official newspaper) its deed of formation as well as a declaration 
of the Minister of Justice agreeing to the formation, and further 
to register in the books of the Chamber of Commerce of its 
district. 

2. CapIlaL — In order to prevent watering of capital, it is 
lirescribod that the following agreements have to be published in 
the deed of formation and afterw'ards in the explanatory state- 
ment of the balance-sheet : (a) agreements relative to the sale 
of shares charging the company with special obligations, (h) agree- 
ments relating to the sale of shares other than by public sub- 
scription, (c) agreements giving advantages to the promoter's, 
(d) agreements relative to payments for shares other than in 
money (legal tender). 

3. Mavayement. — ISvery manager is bound to a proper dis- 
charge of his duties. It is permissible to prescribe in the deed 
of formation that new managers are to be chosen from a list 
made up by the management (so-called oligarchic clause). This 
rule is, however, revocable, if two-thirds of the votes representing 
one-half of the issued capital wisli to make a change. 

4. Right of the .shareholders to investigate. — ^If shareholders 
representing at least one-fifth of the issued caintal express their 
desire for an investigation into the management’s conduct of 
affairs, the court can order such an investigation. 
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5. Voting rights. — Instead of the existing rule tliat no share- 
holder can have more than six votes, the new law gives in principle 
one vote to each share. The statutes of the company are fillowed 
to make exceptions, but in that case the rule of a maximum of 
six votes per shareholder is applicable. 

6. Publication of balance-sheets. — Within eight months after 
the close of the financial year a balance-sheet and a profit and 
loss account have to be drawn up and submitted for the approval 
of the general meeting of shareholders. They have to be accom- 
I)anied by an explanatory statement giving tlie method of evaluat- 
ing the ass(^ts of the company. Within eight days after approval 
copies of balance-sheet, profit and loss account, and explanatory 
statement are to be deposited in the office of the Chamber of 
Commerce for public insj)ection. Tlu^ managers are responsibh^ 
for damages arising from fallacious statemeuts of the com])any’s 
situation in said documents. The directors, charged with super- 
vision of their preparation, share this resj)onsibility. 

The provision ivgarding the publication of balance-sheets has 
given rise to numerous protests ; a lunv Bill proposes to r(\sti*ict 
publication to companies which have a capital of moi*e than 
50,000 guilders, have issued bonds, have sliares or bonds cpioted 
on the Bourse, or are doing banking of insurance business. The 
Bill also proposes to enumerate the items wliicli the balance-sheets 
have to include. 

'riie responsi])ility for the statements in the pros])ectus is 
embodied in the Civil and Criminal Codes. 

The new law comes into force on April I, 1020. 

In September 1028 a Bill was presented to revise the financiCil 
relations between the State and the communes. The ])i’incipal 
provisions are th(> creation of a fund to be fed from the revenue 
of a new tax which is to i-eplace the communal income tax. 
Payments to the communes out of this fund are to correspond 
with the capacity to pay of the inhaintants and the obligatory 
(‘xpenditure of the communes. The revenue of the rail estate 
duty is to be transferred to tlie communes, which are free to tax 
consumption and to raise a s\u-tax on the new tax. The State 
personal tax is to be abolished. 

On January 4, 1020, the proportion of the total of bank-notes, 
deposits and otlu^r lia])ilities at call of the Netherlands Bank to 
be covered ))y coins and bullion, which according to the Bank 
law must be fixed by Royal Decree, was raised to 40 per cent. 
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Thus the proportion ruling before the war, after liaviiig stood at 
20 per cent, from July 31, 1914, onwards, was restored. In 
practice during the period when the legal minimum was 20 per 
cent., the cover was never lower tlian 40 per cent., except for a 
f(jw weeks at the beginning of the war. The President of the 
Netherlands Bank, Dr. Vissering, has (l(?clared that the restora- 
tion of the pre-war proportion has only formal significance, and 
that the gold policy of the Bank will not be influenced by it. 

The Bill concerning the introduction of an import duty on 
wooden shoes has been accepted by the First (JhamlxM*. Although 
according to the original plan a temporary duty of 12 per cent, 
was to be introduced, tlic Tariff Act of 1024 has now been changed 
in such a way that the excmf)tion for clogs, which had existed 
up till now, is cancelled and they will in future be subject to a 
duty of 8 per cent. 

The Bill for the imposition of succession duties on the inh(‘rit- 
ances of Dutch nationals not residing in Holland, which was 
mentioned in the E(*onomk5 Journal for June 1028, has been 
rejected bv the First (Jiam})er. 

(i. W. J. B. 


Ci'UKKXT Tones 

The following have been admitted to membership of the Poyal 
Fconomic Society : 

(Vowo, P. A. 


Arnot, L. 

Arora, Prof. II. S. 
Auley, A. M. 
Ayyar, V. G. R. 
Bainbridgc, J. H. 
Barr, W. A. 
Bedeir, A. B. 
Bennett, Prof. 0. 
Bhai, ir. S. 

Bray ley, Rev. 

L. O.W. 
Bretherton, R. F. 
Brown, N. M. 
Callaghan, C. 
Charlton, W. D. 
Cramp, C. C. 


Desai, Y. T. 

Dobbs, S. P. 
Edwards, H. E. 
Edwards, K. H. 
Estey, Prof. J. A. 
Fleming, J. S. B. 
Ghosh, D. 

Goodwin, F. C. 
Gupta, 1). N. Das 
Gutmann, T. E. 
Hammond, W. F. 
Hardwick, H. B. 
Heller, S. 

Hindmarsh, IMiss N. 
Hoggins, R. V. 


Holtrop, Dr. H. AV. 
Hopkins, A. Iv. 
Houslo]), L.W. G. 
Hunt, Prof. B. C. 
Jordan, W. AI. 
Kabali, P. AI. 

Kerry, A. S., Jnr. 
Khosla, A. R. 

Kilby, AV. B. 

King, J. H. 
Knight-Pvawlings , 

A. E. 

L'Eeuyer, 11. Z. K. 
Leese, Prof. C. 
Leland, S. E. 
AIcDonald, Prof. J. L, 
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Macfie, A. L. 
Mann, C. V. 
Matthews, W. H. 
May, Prof. G. 
Menocal, J. M. 
Mukhorjee, Dr. H. 
Newell, W. J. 
Nicoll, L. C. 
Parish, L. 
Parsons, G. S. 


Pearson, G. E. 
Peddie, J. M. 
Perkins, L. C. 
Purschel, V. 
Roberts, W. 

. Sansom, G. B., 
C.M.G. 

Sayer, E. S. 

Sood, P. S. 
Subramaniam, K. 


Thomas, B. 

Tinnock, W. A. 
Waldie, J.’ 

Wang, Dr. S. S. C. 
Ward-Pearson, Miss, 
Warran, L. T. 
Waugh, F. 

Wild, J. 

Wilks, N. A. 

Young, A. 


The following liave compounded for life membership of the 
Society : — 


Arora, Prof. H. S. 
Barr, W. A. 

Bhai, H. S. 
Butler, A. B. 
Chandekar, S. P. 
Dcsai, Y. T. 
Kabali, P. M. 


Kilby, W. B. 
Park, J. W. 
Poulton, C. R 
Shorrock, P. 
Sood, P. S. 
Steel, J. 


The following have been admitted to library membership : — 

Bibliothek des Prcussischcn Statistichen Landesamts, 
Berlin, 

Cai)e Parliament Lib^ar3^ 

Comitato Regionalo per la Lombardia della Confedoraziono 
deir Industrie, Milan. 

Connecticut College Library. 

Federal Reserve Bank of New York. 

City of Los Angeles Public Library. 

Svoriges Industriforbund, Stockholm. 

University Library, Amsterdam. 

R. Istituto Superiore, Rome. 

Cassa Nazionale per le Assicurazioni Sociali, Romo. 

The Empire Marketing Board has made a grant to the 
London School of Economics for the establishment of a Chair 
of Imperial Economic Relations. The new Chair is to provide 
an authoritative centre for the scientific study of the many 
economic problems which confront those engaged in the active 
development of Empire trade. It is also hoped to increase the 
supply of trained economists qualified to undertake practical 
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economic research along lines calculated to be of direct benefit 
to the marketing of Empire products in the United Kingdom. 


In connection with Sir Robert Kinderslcy’s Study of British 
Foreign Investments, printed above, it is interesting to see the 
Board of Trade’s latest estimate of the various items of the 
British trade balance for the last two years. The i)rcliminary 
statement, just published, is as follows : 



1928. 

1027. 

Jiivisiblo Exports : — 

Excess Govormnont receipts from overseas. 
Net national shipping income . 

Net income from oversea investments 

Net receipts, short interest and commissions 
Other net misccll ancons receipts 

Total invisiblo exports .... 
Deduct : — 

Excess imports of merchandise and bullion 

Net total credit balance .... 

£13,000,000 

130.000. 000 

285.000. 000 

65.000. 000 

15.000. 000 

£140,000,000 

270,000,000 

63.000. 000 

15.000. 000 

£.508,000,000 

359,000,000 

£488,000,000 

392,000,000 

£149,000,000 

£06.000,000 


It is understood that use has been made of Sir Robert Kiu- 
dcrsley’s figures in estimating the net income from overseas 
investments. 


The following special Afemoranda, prepared by the London 
and Cambridge Economic Service, have been recently issued to 
all members of the Royal Economic Society : 

No. 11. The Railway Industry of Great Britain, 1927. By 
W. V. Wood and C. E. R. Sherrington. 

No. 12. A Now Index-Number of Wages. By A. L. Bowley. 
No. 13. Report on Current Economic Conditions. January, 
1020. 






RECENT PERIODICALS AND NEW BOOKS 

Economica. 

December, U)28. Some Tests of the Trust umlh in ess of Public Slatislics. 
A. L. Bowley. a roview of select cases from most of the |)riuei|>al 
spheres of national statistics “ by consideration of measurements 
whi(!li could he ap])roached by tavo inde])endent melhoils, or which 
ought to show certain internal relationships.” Expenses of Pro- 
duction in Great Britain. ¥. Brown. The calculation of Census 
results, so as to show the ellcct of percentage changes in certain 
ex])enscs (wages, materials and fuel) on prices, on coi’tain assump- 
tions. The Law of Combination in Scotland. J. L. Gray. 

The Economic Jiccord (^lelhourne) . 

November, lh28. 77/c Problem of Australian (^oal. K. 11. K. aMAUL- 

DON. The Auslralian and American Labour Mocements. (\ 
(h)Oi)R](ur. Australian Loan Expenditure. \j. Raws. Industrial 
Arbitration in New Zealand. \V. 11. Gikmver. Eailwajf Main- 
tenance Expenditure in Australia. T. Hytten. The /IppUcalion 
of Economic Research to the Agrivullural Industries. A. K. V. 
Hk^iiaroson. a Brief Review of Rural (dred if -facilities in New 
Zealand. T. T). IfAr.L. The Income Method of estimating the 
National Income. .1. A. Aird. The Commonwealth Conciliation 
and Arbitration Act, 1928. G. Ander.son. 

The Socioloejical Review. 

Jani’ary, 1929. Rural and Urban Thought: a Contribution to the 
Theory of Progress and Decay. V. (iEDDES and V. Branford. 
Commercial Functions of the Nuclei of the English Conurbations. 
K. E. Dickinson. A contribution to “ r(‘gional ” economics, with 
reference to the functions of the modern large city. 

Indian Journal of Economics. 

October, 192S. The Report of the Royal Commission on Agriculture 
in India is reviewed by A. C. >Skn Gurta and B. G. Bhatnacar. 
The Indian Tinplate Industry : a Study in Comparative Advantages. 
H. L. Dey. The Amalgarmilion of Note Issues. G. E. )SHrRRAS. 

Quarterly Journal of Economics. 

November, 1928. The Sherman Act: Us Design and Effect. M. W. 
Watkins. Argues that the interpretation of the Bherman Act 
has been “ lilieralised,” so as to give “ a better balanced adjusi- 
ment among the divergent interests ” of producers, consumers and 
wage-earners. The Provision for Agricultural Credit in the United 
States. A. G. Blacjk. A study of the Federal Farm Loan system ; 
concludes that short and intermediate credit are not so adequate, 
as long-term credit. Water, and the Course of Empire in North 
Africa. M. M. Rnkuit. The Currency Settlement in England. 
A. Plummer. 
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Americxin Economic Review. 

December, 1928. Explamition of the Business Cycle. J. E. Shafer. 
Holds that the explanation is to be found in the operation of 
credit. Rational Economics. H. Schultz. A review of the work 
of Pietri-Tonelli in reference to Pareto. Playing-card Currency of 
French (Canada. H. Heaton. An interesting contribution to 
research in the history of manufactured currency. Observations 
on Custom in Price Phenomena. J. If. Sherman. A critical 
examination of the role of custom in retail prices, based on the 
ligures of E. D. Jones. Images and the Collective Wage Bargain. 
S. S. Gahrett. (Controverts the view that colloctivci bargaining 
can raise the wage level, except by inflicting such losses on the 
eommunity that the final share of labour will more than offset its 
initial nominal gain. Government Control of Foreign Investynents. 
U. W. Ej)Wari)S. 

Review of Economic Statistics (HarvartI). 

Novkmbeii, 192S. Income Data from Farm Business Surveys. J. D. 
Pn.ACK. Statistical Bacl^ground of the (Wisis Period, 1837-42. 
A. 11. (^.)LE. The Production of Kkriricily as an ]}ule.c of the 
Physical Volume of Business. W. M. Persons aud A. M. 
]\lATTifEWs. Revision of the Index of General Business Conditions. 
VV. \j. CnC'M. A cliange is noted, in order to corn'ct for recent 
speculative activity. Revkw of the Third Quarter of the Year, 192S. 

Political Science Quarterly. 

DI'X'EMBEU, 192S. Reflections on Farm Relief. 11. G. Tugwkll. A 
discussion of the (question of limitation of su])])lios of certain farm 
products as a remedy for agricultural depression; with special 
reference to the McNary -Haugen Bill. An article of importance 
in the ({uestiou of “ controls ” of produce, and also in the whole 
]>rol)lem of the conditions of farming. 

Journal of Political Economy. 

October, 1928. The Population Problem since the World Ibur. A. B. 
Wolfe. A review of recent literature, and an initial study of the 
(juestion of land and other resources. Rate of Increase, of Monetary 
Gold Stock. L. 1). Edie. Hefers to the recent increase of the gold 
stocks of the U.8.A. Socialistic Theories of J mpcrialisrn. B. J. 
Hovde. Canada and Hydro-electric Power. J. S. Pkentk’E. 
Effect of the SO jier cent. Credit Clause. (\ P. White. On a 
eliaiigo in the federal estate land tax in relation fo inheritance. 
December, 1928. ('apHalism'' in Recent German Literature. T. 
Parsons. The Pojndation Problem since the World War. A. B. 
Wolfe. Influence of Dumping on Monopoly Price. T. 0. 
Yntrma. An im])ortant analysis of 1 he pr(d)lein of domestic price 
when diim[)ing is j)i-actised, in relation to the eoiielusions of Viucr. 
Industrial Disputes in the Glass Bottle Industry. (?. II. l)Aranr.RTV. 
Organised Labour and the Trust. L. \V. (.\)0PER. 

Journal of Economic and Business llislory. 

Vol. I. No. 1. American Treasure and Andalusian Prices, 1503-1900. 
E. J. Hamitton. Early English Banking Schemes. R. D. 
Richards. Thomas Hancock, Colonial Merchant. E. Edelman. 
Recent Work on the Economic History of Ancient Rome. T. Frank. 
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Historical aiui Theoretical Issues in the Problem of Modern Capital- 
ism. ¥. H. Knight. A study of Sombart and his critics, Weber, 
Tawney, Brentano, See. 

This is the lirst issue of this Journal, which is publishe<l for the graduate 
school of business administration at Harvard, under the editorship 
of E. F. Gay and N. S. B. Gras. 

World Trade. 

January, 1929. This is the first issue of a Quarterly Beview of the 
International Chamber of (Commerce, to be published in three 
languages. It includes articles on — The Most-favoiired-mtioji 
Clause^ Clean Bills of Lading, Inlernatioruil Inditsfrial Statistics^ 
Double Taxation, The hiter national Silk Federation, and the 
]>rol)leiu of Uniform Nomenclature in Customs and liailmui 
Tariffs. A large amount of information is supplied on the resulls 
of the work of various Committees of the Chamber. 

Wheat Studies of the Food Research Institute (Stanford, California). 

November, 1928. Forecasting Wheat Yields from the Weather. 

December, 1928. The World Wheat Situation, 1927-28. World 
acreage sot a new record. Yield per acre, though not cxtia- 
ordiiiarily high, was above the post-war average. After May 1 
good ncw-crop prospects, coupled witli the weight of visible 
supplies, caused a si)ectacular ])rice decline. 

January, 1929. Survey of the Wheat Situation, August to November, 
1 928. This is a year of wheat surplus, roughly analogous to 1923-24. 
From a record acreage, high average yields were obtained. The 
world crop ex-Russia is about 3,750 million bushels, exceeding the 
best previous crops of 1 915, 1 923 and 1 927 . Low and comparat i vely 
stable prices, heavy international trade and exceptionally large 
stocks have characterised the situation in recent months. 

Revue d'Economie Politique. 

Settember-October, 1928. Im reforine mon^taire franquise. (Anon.) 
La monnaie dirigee. M. Ansfaux. An examination of the 
formula of Mr. Keynes, and of the working of the Federal Rcservii 
System. Les prohlhnes de la Stabilisation dans ks bilans. P. 
Bavart. Jja circulation de mAtaiix et de monnaie an Perou pendant 
la X VP sierle. A. E. ^SAYO(^s. Im Banque de Grk'e el la stabilisa 
tion de la drachme. E. J. Tsouderos. 

Journal des Hconomlstes. 

November, 1928. La hi deji assurance^^ sociales, el se^s diverses reper- 
cussions. R. Hubert. La Canada honomique. R. J. Pierre. 
Les cours des valeurs des chemins de fer en 1927. G. de Nouvion. 
Les travaux des Chambres de Commerce fran^ais. X. La ligue de 
I i bre4change. B.L.L. E. 

December, 1928. La tension monUaire ei le danger d'une crise aux 
J^ials-lJnis. B. Mourre. La fraude f scale et ses formes actuelles, 
C. Rosier. La Leltonie konomique. G. de Kownacki. 

January, 1929. La population du globe et des principaux pays. R. •!. 
Pierre. Comples courants, comptes des dipdts. P. Caubc^uj:. 
A study of banking practice and definition, with sUtistical 
reference. 
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Revue, de I'lmtitut de Sociologie. 

July-September, 1928. Iai sociologie, ses mdthodes, et scs lois. E. 
Rignand. La sysleme mondtaire anglais. B. L. (Jhlepner. 
Reviews the period 1844-1914. 

Giornah degli Economisll. 

November, 1928. La “ Finanza ” di A nfonio de Viti de Marco. Prof. 
Cabiati writes a review article on the recently ])iiblislied treatise 
on Public Finance by l^of. de Viti. I’bo book is described in 
terms of high commendation as a work of the front rank. 11 
commercio estero ita/iano nel 1801-1870. Epkjarmo Corbino. 

December, 1928. Tji diminuzione della mortaliid e la sehzione dei 
risclii assienrativi. Marcello Boldrint. Iai cougiatUura 
economi ca degli idtimi arm i in Russia. J enn Y C riziotti. K ketscb- 
MANN. Home of tlio inherent difficulties in the Russian economic 
system are w^ell set out. The internal purchasing power of the 
rouble is not more tlian 50 per cent, of its artificially stabilised gold 
value, a fact which hinders the exx^ort of goods and the import of 
capital. The State monoiioly of foreign trade, together with all 
kinds of restrictions imposed for political reasons, render to a 
large extent nugatory the policy of granting concessions to foreign 
comx)anies. ilie concentration of the limited capital resources of 
tlie country on tlu) heavy industries and on grandiose schemes of 
electrification and trans])ortation has the effect, for the time being, 
of ehccking the grow tli of the lighter industries and thus lessening 
the suj)])lies of manufactured goods for consumption. Inflation 
combined with Hiat('-rcgnlatcd xnices leads to an intense “ hunger 
for goods,” which industry cannot satisfy. The peasant restricts 
his cultivation to avoid taxes and because he cannot get an equi- 
valent in commodities for the i)roducc he has to still, despite the 
preference given to the country districts in the distribution of 
manufactures. Above all, the ])()liey of ])ersecuting the kulak ” 
(defined as anyone owning more tliafi one head of live-stock or 
slunving any signs of affluence) is stifling enterprise m the villages 
and preventing the reconstitution of the herds of cattle and sheep. 
This in turn reacts upon industrial development, which is held up 
for lack of essential raw’ materials, such as leather and wool. The 
decrease in the exj)ort surplus of wheat involves the shipiuent of 
gold to finance im])0?'ts, to the further detriment of the cuiTcncy 
system. 77ic townspeople, also, go short of food, and relations 
between them and tlic peasiuits are unsatisfactory. “ The 
problem of attaining economic equilibrium lies in the possibility of 
restoring equilibrium between the purchasing power of the popu- 
lation and the supply of commodities, and on this in turn depends 
tJie political eqiiilihrium of the U.H.H.R. in the immediate future.’’ 

La Rijorma Sociale. 

Heptember-October, 1028. II coefjkiode psicologico di W economia 
politica. l^OF. Roberto Michels makes some interesting 
observations on the influence of psychological factors ux)oii the 
economic activitu's of mankmd. Risparniio e assicurazioni sulla 
vita. A. Geisser. Per vna maggiore vhiarezza nei documenti 
finanziari. Ernesto Rossi, Dei conccfli di liberismo economico e 
di borghema e sulle origin i material istiche della guerra. Luigi 
No. 153. — VOL. XXXTX. 
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Einai’hj. a critical appreciation of sonic recent contributions 
by Benedetto Croce to the historical development and significance 
of certain economic ideas. 

November-December, 1928. In memoria di Giuseppe. Prato. C. 
8upino, a. Oesslkk, G. Fenoolto. 7 cidi economici. Atttlio 
GartnO’Canina. a brief survxy of the tenets of a number of the 
chief writers on tlie causation of trade cycles. Le asskurazioni 
collettive di legge e le compagnie private. Donato Bachi. 

Annnli di Kconomia (Milan). 

October, 1928. Sulla costruziom di barometri economici in Italia. 
Riccardo Bachi. Italy is less suited tlian most other European 
countries for the eonstruction of economic barometers. I'liis is 
partly due to the lack of reliable statistical information in regard to 
many important economic ])lienomena, and ])artly to the facd that 
both secular and accidental forces seem to influence the course of 
economic change to a specially high degree. Tlie device of extra- 
polation, whicli is used elsewhere for showing the cyclical trend, 
after elimination of secular and vseasonal chances, would be loss 
applicable to Italian economic conditions. It would, liowovor, bo 
of great value to obtain individual indices for the study of ])ar- 
ticular aspects of business movements. Prof. Bachi classifies 
under six heads the kinds of indices which might l>e constructed. 
Le fariffe 2)er la vemlita del! energia eleftrlca. Prop. Ta.tani gives 
a number of formiilic and diagrams ndatiiig to the ]>riccs to be 
charged for electrical power under varying conditions, which 
throw light on tlio ])roblem of discriminating mono])oly ])ricos. 
Saggio di ieoria economira del crediio e della hanca. Giuseppe 
Zttccoi j. The substance of a course of lectures on banking theory 
and practice delivered at tlie University of Bocconi by the writer, 
who is a practical banker. Jm pesca in Italia. O.swaldo Cro(T?A. 
A lengthy article containing much statistical material dealing with 
the Italian fishing industry. 

Sc lent ia. 

September, 1928. Te.ndenze iimnopolisiidie neW economia co)ilem- 
poranea. Prof. Graziant, reviewing a number of the meznoranda 
])rc])ai'od for the World Economic Conference, notes the growing 
tendency towards monopolistic restrictions in both external and 
internal trade. No startling results are to be ex])ectcd from the 
resolutions of the (Conference, but “ it is the spirit of this movement, 
which tends to ])rom()te a wider liberty, a greater possibility of 
exchange, and an increase in the intensity of international relations, 
that merits attention and approval,” 

Jahrhdcher fiir Nalionaldkonomie und Slaiistik. 

October, 1928. ])er Zusammenbruch der GrenznulzentJieorie. Dr. 0, 
Conrad argues the collapse of the marginal utility theory, which 
>Schumpeter is said to admit is fictitious. But Spann’s reactionary 
theory fails because of faulty differentiation between value and 
price. Cassel’s theory, although not flawless, can nevertheless be 
prefcTTcd to either of these. Die Entivicklung des internationalen 
Odd- und Kapitalmarktes und der Miirkte einzelner Lander wahrend 
des J. Ilalbjahrs 1928, Zur Frage der ungekrnten Jugendlkhen. 
W. Keld. Japan und seine Eisenbahnen. Wernekke. Das 
Problem der Reichsgenossenschajtsstatistik. T. Asshecer. 
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November, 1928. Die, Grenznuherdelire und die Wcrfthcorie Oilmar 
Spanns, 1)b. Wyler discusses Spann’s attempt- to dispose of the 
miirginal utility theory. lu this the detailed references to 
Gossen’s law are examined and found to he more jwjcuratc than 
Spann assumes. Spann also errs in respect of the distinction 
between primary value and deduced secondary value, and also 
between objective and subjective value. Die (Jrenzmig der Geld- 
schopfung. W. IIeinrtcit. MeAsibegunstigung. Posse. 7jur 
Bmnenschiffahrt der NacMriegszeit. It. Hknnto. Lohne nnd 
Arbeitszeit im europeiischen Kohlenberghau. H. Pehlinoer. Die 
britische Kommunalverwaltmg und die geplante Reform, der Kom- 
inunaljinanzen. P. Heyer. This is a descriptive discussion of 
the Government’s derating pro]:)osals. Their main elTects will 
be to add to the State’s burden, and to produce excessive ctmtralisa- 
t-ion. On the whole, however, the scheme is soundly conceived. 
Wahiheteiligung und Slhnmahgabc der Framn. 11. ZL'iiKirirj.EN. 

Archiv fiir Sozialwissenschaft und SozialpoliUI:. 

October, 1928. DeutsclilaiuU intcrnaliomhr Handel und das Repara- 
tiovsprobicm. Prof. Taussio writes an excellent article analysing 
the ctTects of reparations on foreign trading with particular 
reference to the elfects on the ])rice level. Suggestions for policy 
are inherent in the analysis. Die Quasirenfe in Marshalls Lehr- 
gehdude. Dr. Uedvers Opie gives a critical a])])raisal of ATarshaH’s 
handling of this doct rine, of which the gist is that Alarshall did 7iot 
adequately work out its connection with kindred concepts. IJeher 
Jiiirokratic und Parteimaschine in den VereAniglen Staate?i. 0. 
LiJTKENS. OppenheimeFs Theorie der ‘‘ Reincn und Politischen 
OekonomieP IhiOF. Amonn examines Oppenheimer’s theory of 
monopoly and distribution. He arraigns it as almost entirely 
defective. Wirtschaflslheorieim Diensfeder W irtschaflspolitik. R. 
Strigl. Bohni-Bawerk und Marx, 0. Englander. 

Sch mollers Jah rbuch . 

October, 1928. Professor Cassels Xationalokonomisches System. This 
is a reprint of an artide by Prof. K. ^Vicksell which first 
appeared in Fc-onomisk Tidskrift for 191i). Jt consists of a 
detailed examination of GasseFs doctrines, most of uhich are 
rejecletl. In particular the price theory is superfluous. Cassel’s 
attacks on Bijhm-Bawcrk, Meuger and Jevons arci unjustified. 
The best work is that dealing with conjunctures. Zar Frage einer 
Gp stall enknnde. (Morphologie) der Wirtschaft, H. \Va(;enfuhr. 
V ber d ie A nsgangs p u n kfe der \ "ol ksuA rtscM afispol it i k. ' F . S u R an yi- 
Unger. Die (ikonomische GnuuUage der panajnerikanischen Jdee. 
J. Jeffen. F, Oppenheimer und die Theorie des Ertrages. Dr. 
Weddigen writes a detailed criticism of Oppenheimer ’s theory of 
returns and attempts to reconcile it with his own ideas. Nuere 
Lehrhiicher des Genossejischaftsiresens. W. Rleugels. Nueres 
verivaUungsrechtliches Schriftlum, 0. Bahmann. 

Archiv fiir Sozialwisseyischafl und Sozialpohtik. 

December, 1928. Die Fragestdlung nach der WirkUchkeii im historic 
schen Materialismus. P. Eppstein. Der Binidschuh. Fine 

l2 
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Stvdie zur Vorgeschichle den deMtscJien Bamnikrieges. W. 
Andeeas. Die iVirtsckaft ala Kreialauf. W. Leontieff. Das 
Abriistrungsproblem in der aozialistischen Arbeiter-Internaiiomle, 
J, Deutsch. 

Zeitschrift far die geaamte Staalawissenschaft, 

85 Band, 3 Heft. Vilfredo Pareto. 0. Weinberger. U nternehmertum 
und unternehmergescMchte. N. 8. B. Gras. 

8G Band, 1 Heft. Adnm Muller. J. Baxer. A memoir in view of 
the centenary of Muller’s death. SoziologiscJie und geschiclitliche 
Staatsauffassung. 0. Hintze. An historical critique of the 
Sociology of F. Oppcnheimer. Zur Ausbildungsfrage der hoheren 
Verwaltungsbejamten. W. Norden. Ge^mivartsprobleme der 
Finanzwissemchaft. E. H. Vogel. On sociological terminology. 
Neue deutsche Konjiinklurllteratur. II. Stucken. On Mises, 
Wagemann, and the views of the Verein fur Sozialpolitik. 
Wdhrun{i$reform in Indian. L. Stepiiinger. On Leroi*s hi 
politique mon^taire anglaise dans VInde. 

W pltwirlsckaflltcJias Archiv. 

January, 1020. Ausskhtm das Kapi tali .wins. C. Eckert. Die 
Stabilisierung der Kaufkraft das Dollars. A. Mattr. ZoUpolitik 
und Produktionsmiltelversorgung. G. Mackenroth. Die Siul- 
VHinderung der amerikanisclten BamnwoUindmtrie. A. Phf.duhl. 
J)ar Ausgleichsgedanke als Organisations-pr inzip das Tauscliver- 
kehrs. R. JiiEFMANN. Zur Mathode einer interna I ionaloi Gelreide- 
vorralstatistik. U. llicci. 

Vierteljahrshcfle zur Konjunkiurforscliwng. 

Sonderheft 11. Die Saisonschwankungan der ivichtigslen irirlschafls- 
vorgdnge in Deutschhnd sail 1924. 0. Donner. 

2 Jahrgang. Ergan^ungsheft 4. Die Konjiinkturforschung im Baricht 
das britischan Enquete-Ausschusscs. 

De Economist. 

October, 1928. Is de wet der verminderendc inearopbrangslen can 
gronxlslag voor de volkshuishouding ? R. Van Genechten. Ah 
inaugural lecture containing a detailed analysis of the history and 
of the validity of the Law of Diminishing Returns. In con- 
sidering in what sense it is universiilly true, the writer criticises as 
a " play of words ’’ Clark’s attempt to relate it to the Law of 
Diminishing Utility under a general “ law of economic variations.” 
In the case of Turgot, who first ennuciated the law, his natural 
expectation of proportionate returns was connected with his 
X)]iysiocratic views. The rudimentary explanation of Diminishing 
Returns given by the Physiocrats was that there was a definite 
quantity of fertility in the soil which could be brought to activity. 
In West, Ricardo and Malthus the law is regarded as due to a 
diminished yield to labour and capital. There is a corresponding 
divergence of view as to the effect of improvements, Turgot holding 
that the law was valid irrespective of improvements, the classical 
school believing that improvements counteracted the law. The 
effects of the agricultural discoveries of Liebig arc traced; ho 
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effected a reconciliation of the standpoint of Ricardo and Turgot 
as to the manner in whicli land and labour co-operate, but his 
influence on the agricultural side was to show that if the “ minimum 
factor ** in the soil was rationally increased, the increase of returns 
would be proportional to the increase of tlie “ minimum factor.” 
The reaction of this view on the economic side is seen in Koenen 
and Esslen. The researches of Mitscherlich have given an agri- 
cultural foundation for the Law of Diminishing Returns by 
showing in what measure, the agricultural produce is dependent on 
the “ minimum factor.” Subsequent sections arc devoted to a 
careful consideration of the application of the law to industry 
(where the effect is less, because production in industry is less 
confined, and it is thus more easily possible to effect new com- 
binations) ; to labour (questions of fatigue and reaction of good 
wages on output), and to the use nuule of ca])ital. De oi^komst van 
de plattedandsnijverheid in Nederland in de lie en 18e etiiu\ Z. W. 
Sneller, An historical sketch of the develo])ment of the wool, 
linen and cotton industry in the seventeenth and eighteenth 
centuries in Overijsel and North Brabant, with special reference 
to the toA^ms of Almelo and Enschede in tlie former province and 
Tilburg, Eindhoven and Helmond in the latter. 

November, 1928. Institulionalisme. F. De Vries. A study of 
recent tendencies in American economic literature, primarily as 
illustrated by Veblen and \V. (b Mitchell, and as summarised in 
MitcheU’s dictum that “ the behaviouristic view-point will make 
economic theory more and more a study of economic institutions.” 
The essential features of the doctrine of tliese writers are sum- 
marised in so far as it is critical of orthodox tlieory, and the 
writer goes on to disemss the nature of economic theory and its 
relation to fact ; it is ‘‘ an indispensable aid in the explanation of 
what actually takes place.” Ricardo, as an example, always 
begins with ({uestions of the day. Tlie conclusion is that “ a 
doctrine of economic institutions can never take the place of 
economic theory,” and that investigation of fact without the 
guiding thread of theory is unfruitful. I'he idea of economics as 
laying stress upon welfare rather than wealth (Mitc:hell) and the 
relation of ])sychology to economics are also considered. De 
roulering in het iverklozenlegcr. J. Tinbergen. A discussion of 
the question of “ circulation ” among the unemployed. Statistics 
of unemployment give no information as to the duration of 
uneriiployment among the unemployed, or of the frequency of 
changes in the body of the unemployed. The statistical problem 
is approached and discussed mathematically. 

December, 1928. Expansie cn kapitalbehoeffe. B. H. De Jongh. 
When fixed and circulating capital are brought together in a 
special way, their power of production may be increased without 
tlie investment of further capital being necessary to bring this 
about. The article resolves itself into a mathematical discussion of 
a problem in replacement of capital. A fleet of ten vessels (each 
of 1,000 tons) is built at a cost of 125 fl. a ton; the vessels are 
scra])ped at the end of twenty years. The capital value of tlie 
fleet may then range from 1 \ million fl. (when new) down to nothing 
immediately before being serapj-ied (assuming, for convenience, 
that the value of the scrapped iron is nil). Assuming that there 
is a depreciation fund attached to each vessel to allow its replace- 
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nient after twenty years, and that out of this fund vessels are 
added as soon as the amount in the depreciation fund equals the 
cost of a vessel, new ships will he added after 20/10, 21/11, 20/12, 
20/13 years. The problem discussed is the configuration and 
capacity of the fleet in successive periods of twenty years. Een 
econmnische geschiedenis van N^erland. Z. W. Sneller. 
Miscellaneous observations on certain aspects of Dutch economic 
history, occasioned by, and partly in criticism of, a recent German 
publication, Baasch's lloUiindischa uirthschaftsgeschiclite. Evkele 
opmerl'ingen over de waarde van cijfers naar den cisch der statiftUsche 
methode. R. Claeys. An article in criticism of the statistical 
material and methods used by Mr. Van der Poel in his contribu- 
tions to the July-August and Sc])tomber iiiimbors, particularly in 
his comj)a.rison of the amount ])aid by representatives of diffenmt 
income groups in direct and indirect taxes. Mr. V'an der Poel 
replies in a lengthy note. 

Iteview of Polish Law and Economics. 

Vol. 1. No. 1. The Organisation of the Export Trade in Agricultural 
Produce in Poland. C. S. Dewey. Double Taxation of Income in 
Poland. R. LAN(moi). Die Golddevisenwdhrung. K. W. 
Kumanieckt. 

A bl. I. No. 2. The Polish Laws on Unfair Competilion, and on Limited 
Liabilifg. J. Namitkiewicz. Labour J urisdidion in Poland. G. 
Simon. 

l7tUr?iational Labour Review. 

October-Novemher, 1028. Employers' Organisation in Italy, (b 
Olivetti. Financing of House-building in Uountries with Rent- 
restriction Legislation. K. Pribram. 77/c Agricultural Workers' 
Federation of Palestine. W. Preuss. The Progress of Organisa- 
tion among Intellectual Workers. The Finding of Employment for 
Artistes. 

December, 1928. Economic Questions and the I nternational Labour 
Organisation. G. Curcjn. The. Ratification of International 
Jjabour Conventions. R. Tei.tsik. Eovne Problems of Statistics of 
Accidents. J. W. Nixon. Agricultural Wages and Labour 
Conditions in the Netherlands. 


NEW BOOKS 
British. 

Anstey (V.). Tlic Trade of the Indian Ocean. Longmans. 8". 
Pp. 251. 85. Gd. 

Beales (H. L.). The Industrial Revolution, 1750-1850 : an intro- 
ductory essay. Longmans, Green. 01". Pp. 90. 25. (cloth). 

(W.E.A. Outlines.) 

Briixjes (A.) and Dixev (R. N.). »Sugar Beet in France, Belgium, 
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ORGANISED MARKETING IN THE COAL INDUSTRY 

Thk year 1028 witncsscxi the first serious attempt to substitute 
eo-operative control for unrestricted competition in the coal- 
inining industry of Groat Britain. In South Wales a simple 
price agreement was establis]i(»d which met witli the usual fate 
(>[ such agreements operating under similar trade conditions, in 
S('otland an attempt wjis made to reduce output by the payment 
of a subsidy to those owners who closet I their pits or reduced 
oidput below the level of tJit^ previous year. Tlu? Scottish scheme 
proved unsatisfatdory for the simple reason that the output of 
the remainder of tlie iScotlish industry, being uncontrolled, was 
([uickly adjusted to the new conditions. The most important of 
all the s(‘h(aues is that of the Central Collieries Commercial Associa- 
tion, an organisation formed through the co-operation of eight 
(now nine) distrud associations in the Midland Counties of 
Ivngland. 'Chis scheme, w!n<*h is commonly known as the Five 
(Vanities Scheme (but covers the coal mines of nine counties), 
combines restriction of outjiut with tlie jiayment of a subsidy 
upon exports. It undoubtedly represents the most important 
attempt since the days of the Newcastle Vend to organise the 
industry upon tlie co-operative jiriiiciple. It has only been 
partially successful, and its ultimate fate is still uncertain, but 
it has met with siiflicient success not only to influence the prob- 
al)le line of development in other parts of the country but also 
to justify an extension of control. It is nov/ propos(\l to control 
prices as well as output and to introduce a com]>lex method of 
dealing witli unused quotas. In the present article I shall 
endeavour to give a short account of the Five C^ounties Scheme 
together with the further proposals now under consideration, but 
I shall make no further reference to the AVelsh and Scottish 
schemes. Before proceeding with this task it is desirable to 
draw attention to the conditions under wiiieh the scheino was 
kitroduced. 
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There are many classes of coal, and each supplies its own 
market. Since the various classes are partial substitutes the 
demand for each is moderately elastic, and its price moves in 
sympathy with the prices of other classes. I understand that 
the coal obtained in the area lying between Leeds and Sheffield 
is more suitable for gas production than that which is obtained 
farther east, where the mines produce largely for export, but a 
fall in the relative price of the latter in recent years has resulted 
in an increase in demand, at the expense of the former, from 
gas-producing undertakings. Again, the demand from a par- 
ticular geographical area for any class of British coal may be 
highly elastic on account of the competition of su])plics from a 
rival coal industry or section of the industry. Tlius, for example, 
a comparatively small change in the relative prices of British 
and German coal may cause a substantial change in the demand 
for British coal from the area surrounding the port of Hamburg. 
If, however, we regard coal as a single product the demand 
under normal conditions is highly inelastic. The household 
demand for coal depends upon the weather, and is only slightly 
affected by variations in price. The demand for coal used in 
iron and steel production depends upon the demand for iron and 
steel, which is itself inelastic. Under normal conditions the 
supply of coal is also inelastic; the output from any given mine 
may vary between wide limits, but the variation is determined 
by changes in technical conditions to a far greater extent than 
by minor variations in price. Given an inelastic demand and an 
inelastic suppl}^ it follows that a minor change in demand or supply 
produces a disproportionate effect upon price. A comparativ(iIy 
slight fall in demand, for example, produces a substantial reduc- 
tion in the pit-head price of coal. It was this characteristic of 
coal that made the mining industry highly speculative before 
the outbreak of war. The jiit-head price quickly reflected the 
relations of demand to supply, but the lack of competition on 
the distributive side of the coal industry prevented the consumer 
from enjoying a proportionate benefit. 

Between 1913 and 1927 the producing capacity of the British 
coal-mining industry increased by more than 10 per cent., while 
the demand for coal fell from approximately 292,000,000 tons to 
256,000,000 tons, that is to say, by more than 10 per cent. The 
outstanding fact with which the industry was faced at the begin- 
ning of last year was that the producing capacity exceeded the 
total demand by at least 20 per cent. The British demand in 
1927 was 7‘3 million tons lower than in 1913, but if the demand 
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of the steel industry be excluded, the demand for remaining 
purposes was 4'() million tons above that of the last year of peace. 
The depression in the coal industry was thus partly duo to the 
depression in the iron and steel industries. But the major cause 
of the depression of 1927 was to bo found in the fall in exports. 
Of the total pre-war production approximately one-third was 
shipped abroad, but in 1927 the amount fell short of that exported 
in 1913 by over 28,000,000 tons. This was not due to a fall in 
foreign consumption *, during the period under consideration world 
output (excluding that of Great Britain) increased by 124,000,000 
tons, of which tlic continent of Europe (excluding Great Britain) 
was responsible for 58,000,000 tons. Thus the depression in the 
British coal industry was mainly due to the growth of foreign 
competition, and the inevitable fall in the price of coal exported 
to foreign countries reacted upon the pit-head price of coal 
consumed within this country. The twofold problem which faced 
the coal -mining industry was to stimulate the export trade and 
establish a more favourable level of prices for coal consumed in 
the domestic market. 

It is well known that the chief exporting areas arc South 
Wales, the Nortli-East Goast and Scotland. The Central Col- 
lieries Commercial Association covers w'hat is known as the ?did- 
land area, including Lancashire, Yorkshire, Xotts and Derby- 
shire; its meinbershij) covers about 99 per cent, of the under- 
takings of that area and an output of approximately 100,000,000 
tons per annum, that is, considerably more than one-third of the 
total production of the country. But the percentage of the total 
production of the area wliich is exported is comparatively small ; 
it varies from about 3 to 8 per cent., as compared with over 
50 per cent, for the South Wales coalfield. The problem of the 
association was therefore far less difticuli than that which faced 
the coal-owners of other parts of the country, where the trade 
was frequently known as a fifty-fifty trade. 

It lias already been stated that the Five Counties Scheme 
consists of two parts, namely, the regulation of output and the 
payment of subsidies upon exports. For the purpose of the first 
l)art of the scheme two committees were appomted, a basic 
tonnage committee and a quota committee. The chief function 
of the former was to fix annual and monthly basic tonnages for 
each colliery owner in respect of the year ending 3 1st December, 
1928, and thereafter to review and, if necessary, ailjust such 
basic tonnages. The sum of the individual basic tonnages repre- 
sented the total basic tonnage for the area. The function of the 
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quota committee was to estimate the probable requirements of 
the market and to lix, in respect of each month, the fraction or 
quota (known as quota tonnage) to be produced by each colliery 
owner, the fraction or percentage quota being the same for all 
the members. It was provided that if any coal-owner produced 
less than his quota, tlie dilfcrence or unraised shortage ’’ might 
be carried forward and added, in subsequent months (but not 
beyond 31st December), to the quotas for such months. More- 
over, two or more coal -owners were permitted to ])ool their 
quota tonnages, Avhicli, provided the total quota tonnage for the 
group was not exceeded, might be redistributed by mutual agree- 
ment. It will presently be shown that this clause gave rise to 
tlie purchase and sale of uimaised shortages, l^'inally, a penalty 
was imposed upon coal-owners who produced an amount greater 
than the permitted monthly output (plus L per cent.), the maxi- 
mum penalty being 3.s. per ton upon tin? excess, while such 
excess was carricfl forvv'nrd and deducted from siibs(-‘qiicut (juola 
b linages. 

At this stage attention should be drawn to the method 
adopted in lixing the annual and monthly basic, tonnages of each 
coal-owner during the oxiiorimontal period. J'he crucial sentence 
in this part of the agreement is as follows : ‘‘ The monthly basic 
tonnage of each colliery of each coal-owner shall be the amount 
of coal which was raisc^l (pit-head weights) at that colliery in 
each of the corresponding months of any one of the fifteen velars 
ended 3lst December, 1927, the year to be selected by eacli coal- 
owner for each colliery.’’ The area covered by the scheme 
includes some of the oldest as well a-s the newest coal-lields of 
Great Britain; it includes a considerable number of old mines 
with rapidly diminishing outputs as well as new and expanding 
mines, such as those of vSouth Yorkshire and Notts. One of the 
serious practical difliculties confronting the association was tn 
construct a scheme wliich Avould prove attractive to the owners 
of a great variety of collieries whose interests were by no means 
identical. Tlie clause that has been quoted offered terms whicli 
clearly favoured the owners of decaying mines and indicates the 
price offered for their support by the owners of newer collieries 
with expanding outputs. Permission to select the best of the 
fifteen years, 1913 to 1927 (inclusive), for the purpose of fixing 
monthly basic tonnages, meant that the owners of old mines 
selected one of the earlier years, while the owners of expanding 
mines »solected either J927 or some other recent year. Tlic 
consequence was that the total basic tonnage for the area 
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considerably in excess of the effective producing capacity during 
1928 ; full production for that year was represented by less than 
100 per cent, of the basic tonnage. Nevertheless, a quota which, 
for the area as a whole, might appear to represent an output 
equal to full ca])aoity, actually represented a smaller output; 
a given uniform quota represcnte<l an actual curtailment quota 
which varied witliin wide limits between individual collieries. 

A simple hypothetical case may s(‘rve to make the point clear. 
Lot us suppose that an area consists of two collieries, A. and JL, 
and that the output of A. incroascfl between lOl.'j and 1027 from 
20 to aO units, w'hile that of B. fell from 50 to units. For 
the ])urposo of fixing basic tonnage the owner of A. w’o\ild natur- 
ally choose the last year and the owner of B. the lirst year of the 
])criod, that is to say, each would bo given a basic tonnage of 
50, so that the total basic tonnage would be lOO units. P>ut the 
effective capacity in 1927 was 80 units. If, how’cver, the state 
of ti’c'ule ])ermitted full outj>ut, and for that reason the Association 
fixed a basic tonnage of 80 per cent, the owner of .V. W'Ould only 
be allowed to produce 40 units, wdiile the owmer of B. would bo 
allowed to produce the same amoimt. The former w'ould thus 
he faced witli a curtailment of 20 per cent. w4iicli. if produced, 
he Avould actually 1)0 able to dispose of, wdiilc the latter w’ould 
l)e unable to make use of his full quota : he would possess a 
surplus of permitted production ’’ which he w^ould not be able 
to utilise'. Und(‘r those circumstances the community \vould 
suffer from a shortagi*. unless A. purchased B.'s right to the 
‘‘ unraise'd shortage.” 

This hv])otlictical case show's broadly what liappcned until 
the end of last year. When a quota of, say, 05 }>er (*eut. was 
fixed, such (piota did not represent a total curtailment by 35 
per cent. t)f the output of the area; it meant in i)ractice that 
some of tlie new'or mines suffered a serious reduction of output 
(and of output w-liicli the individual owners could have sold to 
their customers), w'hilo some of the older mines w'ith rapidly 
tliminishiiig out])uts were permitted to produce even more than 
they had actually been producing before the sehemo came into 
operation, and more than tliey w'ould have been able to dispose 
of in their own imlividual markets. While tlie OAvners of 
some mines were taking on additional workers, the owners of 
Olliers wTre compelled either to w^ork short time or to dismiss a 
number of workers employed in the previous year. The incidence 
of the depression w'as seriously disturbed during the first few 
weeks of the operation of tlie scheme. The difficulty was partly 
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solved through the purchase of “ unraised shortages ’* by the 
owners of those mines which were injured by the quota system 
from those owners of older mines whose quotas were in excess of 
requirements. In tlie hypothetical case already given the owner 
of A., to whom the quota meant a serious curtailment of output, 
])urchased the right to produce that ])art of tlie quota of B. 
which the owner of the latter could not use. This dilliculty was 
not iiuforcseon, but it was regarded as one of the costs necessary 
to secure the co-operation of coal-owners who miglit otherwise 
have refused to join the Association and become party to the 
agreement. As time went on, hoAvever, and some of those owners 
of modern and developing mines realised tlio extent to wliicJi 
they were suffering under the scheme, it became evident that a 
change in the metliod of fixing basic tonnage was urgently ncerled. 
When, at the beginning of this year, the clause already qnoterl 
ceased to be operative, a new method was established which 
brought the basic tonnage of the individual coal-owner into much 
closer relation to the actual producing capacity of the mines at 
the present time. 

It was recognised, however, that this change Wi)iild not in 
itself completely solve the difficulty. In the iirst ])lace, tluj 
existence of ''unraised si i outage ’’ might bo due to failure to 
secure a market at a reasonable price. During the (le])ression 
in the industry individual coal-owmers have ])ursu(Hl dilTcM'ont 
price policies, the differences being due to factors with which Ave 
are not here concerned. But the possibility of selling unraised 
sliortagos became an additional factor and apparently tcmlofl, on 
the whole, to strengthen the bargaining ])ower of the individual 
coal-owner, wdio, rather than sell the wdiolo of liis output at a 
low^er price, miglit now prefer to sell a smaller output at a higher 
price and take the risk of licing able to sell tlie unraiscMl shortage* 
to other coal-owners. In the .second place, the uneertain char- 
acter of seasonal fluctuations in any given year makes it airnosi 
inevitable tliat the quota system should jiroduce, from month t(' 
month, precisely those typos of disturbances wdiich appeared on 
a large scale during 1 02<S, wdieii the annual basic tonnage w'as so 
(completely divorced from the producing eapacu'ty of that y(‘ar. 
The monthly basic tonnages vary from month to month according 
to seasonal cliangcs, if any, in the trade of the individual coal- 
owner; but these variations are based upon the exj)ericnce of 
the past and may not bo repeated in any given year. IMnis, for 
example, in the liypothctieal (;asc already discussed, even il the 
annual basic tonnages of A. and ]3. were equitably fixed, the 
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monthly variations in requirements in any given year might bo 
totally different from the monthly variations in the basic ton- 
nages. Let us assume the annual basic tonnage of A. to be 120 
units and that of B. to be 84 units. A. supplies locomotive coal 
and B. supplies household coal. In the former case let us assume 
an unvarying monthly basic tonnage of 10 units, and in the 
latter case a varying monthly basic tonnage which, in July, is, 
Sciy, C units, so that the total basic tonnage for July is 16 units. 
Let us further assume that in a given year the summer i^roves to 
be so dry and warm that the demand for household coal is esti- 
mated at, say, 2 units, and tliat, therefore, the total demand is 
12 units. Under tliese circumstances a quota of 75 per cent, 
would be fixed and A. would require to reduce his output to 
units, thereby producing a scarcity of locomotive coal. B., on 
the other hand, would be permitted to produce 41 units for a 
market requiring 2 units, and would therefore have an unraised 
shortage of 2i units. The latter could either carry forward such 
unraisod shortage or, alternatively, sell it to A., who needs the 
power to exceed the quota. For these reasons it will be obvious 
that even when a less unsatisfactory method of fixing basic 
tonnage was establisliod, there remained the need of additional 
quota on tlie part of some colliery omiers and the existence of 
unraised sliortagcs v hioh other colliery owners did not require 
at the moment and could cither carry forward to future months 
or, alternatively, sell to those who were prepared to buy. 

These were the main practical difficulties encountered in 1928, 
and we have seen that they were only partly solved when, at the 
beginning of the present year, a new method of fixing basic 
tonnage came into operation. The immediate object of the 
scheme was to raise prices to a more reasonable level. Any 
scheme wdiich is intended to achieve such an object almost 
inevitably creates prejudice in the minds of those likely to be 
affected, but the general level of pit-head prices during the last 
few years has been so low relatively to the prices of other com- 
modities ]m)duced and consumed in this country that most 
e(U)nomi.sts would probably agree that, if it could bo attained 
without serious injury to other industries, a rise in the relative 
])rice was justified. The demand for coal has been so inehastic, 
the differential (jost of jnoduction (which is the true determinant 
of prices over a short period) is so much below prime cost, the 
difficulty of abandoning a mine or of closing it down for a short 
period is so serious, that competition tends to exceed the limits 
of desirability and to bring prices down to a level which bears 
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no arithmetical relation to the actual reduction in demand. The 
scheme, however, did not result in a rise in the average price of 
coal sold by members of the Association; on the contrary, the 
average ])rice continued to fall. It is probable that the fall was 
checked by the measures adopted by the Association, but the 
price position remained so unsatisfactory that the scluiine of 
1928 was regarded even by its strongest advocates as only partially 
successful, and an amendment was accepted as desirable. 

The failure of the cpiota system to rev('rse the trend of prices 
was due partly to the competition of other areas, but mainly to 
the policy of the Association. The Association might have 
reduced output to such an extent as to create a real shortage in 
that part of the home market in which it enjoyed a ])artial 
monopoly, but such a ])oliey would have created a stnmg feeling 
of resentment and endangered the existence' of the Association. 
The requirements of the market (which are a function of pri(’e) 
were therefore interpreted liberally and adcfpiate supplu's wore 
forthcoming. At certain points and periods a shortage actunlly 
existed, but, taking the market as a wliole, it cannot be said 
that the scheme resulted in a real shortage. The provision of 
adequate supplies on a market govenau' I bv the psyc'hological 
conditions then prevailing made it ])ractiea]Iv impossibh' to secure 
a substantial improvenKuit in ])rices. iMirthor. the ])rovision in 
the scheme which (Miableil ooal-owjiers to carry forward nnraised 
shortages tended to reduc-e the etlect iveness of monthly variations 
in the quota system. Those eoal-owners whose* (piotas in any 
given month exciM^led their re((iiirem(*nts fi’erjiKMilIy (*arricd tli(‘ir 
nnraised shortages forward to those months in whi<'h tiny wej‘(‘ 
able to dispose of an output greater Ilian that permitted l)y the 
quota. The existence of unused cpioias produced the same eft'ed 
as the existence of disposable stocks, aiul therefore tended t<> 
reduce the price below that which the quota in any given month 
would itself have secured. 

Proposals are now under consideration for (‘xiending the 
scheme and combating the dillhmltie.s which have been eiKioun- 
tered in the first j)art of the attemjd; to iiujirovo the liiianeial 
position of the industry. Before these are (lesci*i})(j(l it is necessary 
to give a short aecouut of the second part of the scheme, namely 
the payment of a subsidy upon exports.^ A levy of .‘3</. per ton 
was imposed upon the total proiliietion under the control of the 
Association, and the fund thereby secured was augmented from 

* III passing it should bo noted that prodindion for export as wull aj 
d notion for homo consumption was controlloil hy tho quota systom. 
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the proceeds of fines imposed upon excess production. From 
this fund a subsidy was paid upon the exports of coal produced 
witliin the area. The payment of a subsidy necessitated co- 
operation with the coal exporters in order that the latter might 
not intercept tlic siibshly l)y contifiuing to sell in foreign markets 
at the old price. Tlic scheme was ])laced under tlie control of 
the “ export (committee ” of the Association, and the export 
committee, the basic tonnage committee and the fpiota com- 
mittee constitute the tliree main commitlees through wliich tlie 
Fiv"c Counties Scheme has been operated. The following adminls- 
trativ-e machinery lias been established for the Humber ])orts; 
it is also the model upon which subsecpient arrangcanents were 
made for the Mm'sey an<l other ports oE export. In the first 
])la.ce a shi|)piug bureau known as the Humber Coal Export 
Bureau has been fornu'd, consisting of those members of the 
Association who arc inten'sted in the export trade. The function 
of the bureau is to look after the interests of exporting collicrie.s. 
to establish, as far as jiossible, uniform conditions of sale, collect 
statistics relating to tl\(^ export trade and do all that seems 
desirable to stimulate the growth of such trade. The bureau 
works tlirougli a committee consisting of membei's of tlie export 
eonimittee apj)oint(‘d by llie Association and served by a full- 
liiuo ollicial. The bureau and its committee may, indeed, be 
regarded as a scdling syndicate in embryo. Further, a “ port 
committee ” has bcH'U established in ea^b port eon.dsling of 
re])resentatives of all the individual coal-owners interested in the 
trade of that port. On the other side stands the Humber Coal 
Exporters' Association, whicli represents tlie ex])orters, some of 
whom control import Imuses in other countries and may buy 
coal not only from tlu' Midland area but also from other parts of 
the country or from the (kmt iiient. Under an agreement between 
the Shifiping Bureau and the Coal Exfiorters’ Association the 
members of tlm latter have ceasi'd to be dealers in coal (that is, 
peo])le who buy and re-sell coal at their own risk) and acccjitcd 
a percentage commission upon the sale of coal at agreed prices. 
They have thus virtually become brokers, while the agreement 
secures that the subsidy shall reach those for whom it is intended. 

This part of the s<*heme ajipears to have been reasonably 
suceossfiil. The shipjiing of coal for export and for foreign 
bunkers is a highly lluctuating business, and from time to time, 
when a large number of ships appeared for supplies, it proved 
impossible to supply all lhat they required. On more than one 
occasion .ships had to h'ave the Humber ports for Newcastle and 
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other places in order to secure the necessary coal, and it became 
necessary for the Association to sanction the production of a 
special additional quota for export purposes. The relation of 
exports to the quota system naturally became a subject of dis- 
cussion in the area. There were three alternative methods that 
might be ado 2 )ted. Tlie first was to exclude exports from the 
quota system and to allow export collieries not only to produce 
their quotas for the home market, but also to produce without 
restriction for sale abroad. The second method was the one 
already employed, namely, that of including export demand as 
part of the total demand and applying the quota system irrespec- 
tive of tlie destination of the coal produced. The third method 
w'as a eombination of tlie two, namely, to include the export 
demand in the general demand, to grant a subsidy upon coal 
exported within the limits of the quota, and to permit colliery 
owners to produce without restriction beyond the limits of the 
quota provided that the excess was exported witliout the aid of 
a : ubsidy. The third method was the one recently employed by 
the Ruhr Syndicate, and I am not aware that it has been aban- 
doned. It was introduced as a comjn’omise after a protracted 
struggle between those colliery owners who produced coal for 
the syndicate and tlioso firms whicli had ali’eady ])iiilt up a 
considerable trade in contested areas before the reeonstruetion 
of the syndicate. 'Fhe method first adopted by tlu^ English 
Association lias not been altered nor (so far as I am aware) is 
there any proposal now under eonsidcratiori wliieh has a direct 
bearing upon that mctliod. Sliortages are met by emergency 
measures. The export trade of the area is comparatively small ; 
in 1913 the exports reached approxiniatoly 9,000,000 tons, while" 
in 1927 they fell as low as 2,500,000 tons excluding foreign bunkers. 
For this reason the problem is not one of the first order of mag- 
nitude. Moreover, for the same reason, a small levy of IW. p(;r 
ton has enabled the Association to pay a flat-rate subsidy of ‘i.s. 
per ton. Whether the subsidy has been efl'cetive in improving 
the export position of the Rritish coal industry is a question 
which cannot easily bo answered. It has been urged that some 
of the additional trade of the Midland area has been obtained at 
the expense of other exporting areas, jiarticularly the Nortli-Enst 
Coast, and that the net addition (if any) to the total value ol 
the export trade due to the recapture of part of tlie market of 
Northern Europe is probalily very small. Tlic foreign demand, 
it is said, has not proved suflicicntly elastic to compensate lor 
the fall in price wliicli the subsidy made possible. These, how- 
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over, are questions that can only be deckled by closer statistical 
investigation than has yet been possible. 

The proposals now under consideration for extending the 
Five Counties Scheme arc designed to overcome the difficulties 
revealed by the original scheme as amended ])y tlie cliange in the 
method of fixing basic tonnage. The first difficulty was that 
created by the existence of unraised shortages and the practice 
which arose of buying and selling such shortages. The second 
dilficulty was that of securing a reasonable level of jiriccs through 
a simple restriction of output. It is now proposed to meet the 
first difficulty by establisliing a system of imoling “ unraised 
shortages ” and the second difficulty by establishing a system of 
])rico control. These i)roposa.ls call for separate consideration. 
It may l)c wortli wliile repeating, at this stage, tliat the method 
of fixing basic lomiagcs during the year 1028 , though regarded 
as desirable for the ])iir\)Osc of strengthening the Association, was 
otherwise so defective that the actual curtailment re])resented by 
a given quota varied between wide limits. The quota for some 
mines was oven great(‘r than the elTectivo capacity, while other 
mines had to reduce tlieir output considerably below the oul]Hit 
of the previous year; some colliery owners were allovrcd to 
produce far more than tlu^y could si'll, while otliers were able to 
sell far more than tlu'v were allowed to ])roduoc and. for the 
time being, were dlstinetly worse off than they would liave been 
if the .scheme had not hin'ii in operation. It was mainly for this 
reason that unraised shortages v.ere bought and sold on a larger 
scale. If we compared dilferent districts we should find that 
some distri(’ts sold more than they bought, while* otliers bought 
more than they sold, but since every district contains a varii'ty 
of mines, tlie district turnover does not give a true indication of 
tlie volume of trade in unraised shortages. At the beginning of 
the present year a new method of fixing basic tonnages came into 
operation wliu h was intended to meet this difficulty. But. for 
reasons already indicate I, it was realised that the need for trans- 
ferring unnsed quotas, though le.'^s than before, woukl remain. 

Tlie jiroposal which is designed to meet this further difficulty 
jirovides for the pooling of unu.sed (piotas. Two or more coal- 
owners will still be jiermiftc'd to enter into a ])ooling arrangement 
and to redistribute quotas among themselves, but they will not 
bo permitted to buy or si^ll unused cpiotas u]ion the, “ market.” 
If the propo.sal is adopted, every eoal-OAvner will bo empowered 
to sell uinised quota (or “ unraised shortage ”) to a pool con- 
trolled the quota committee, while every coal-owner needing 
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additional quota will be required to purchase what he wants 
from the pool. Under the present scdicine a coal-owner is able 
to carry forward tlie unused quota of any inonth and to add it 
to liis quota in subsequent montlis within the same year, so tliat 
in ju’actioe lie is able to distribute his annual basic tonnage over 
the year in proportions which ho finds most suitable. This power 
is now to be withdrawn ; in future a coal -owner will only be able 
to carry forward, as ‘‘‘ free shortage,’' })or cent, of his quota, 
and will only be able to carry it forward to next month. 
T’lie free shortage in any month will therefore iievf'i* exceed 
])er cent, of the quota of the previous inontli. TIu* riMuaindor of 
the unused cpiota may be sold without reserve to the ])ool and 
placed in the unreserved section of the pool, wliicli will be tlio 
absolute' ])r(q)erty of the Association. Alternativi^ly, ])art or the 
whole of the unused quota ?uay be placed in the reservt'd section 
of the })Ool, and while it is there the coal-owner will retain a lieu 
upon it, and in return for the reservation he is paid a lower price 
if ind when the rescTved c[uota is transferred to the unreserved 
section of the pool. Tlius for every ton ])];ic('(l in th(' unreserved 
soetion the owner may Ix^ paid, say, two sliillings and for every 
ton transferreil from tli(‘ reserved scctioii to the unreserved sectif)n 
he will be ])aid, say, one shilling. If the owma* desires to r(*.*all 
the reserved quota lie may do so; if lu* doevs not do so and it is 
transferred within the year to tlie unn'smvod section lu‘ is then 
jaxid the lower ])rice. The inducc.-nuait to jdace uniisfMl qiiota in 
the unreserved section is evidently exp(‘cU*d to b(^ v{‘ry strong: 
so long as it remains in the reserved quota, aiul tlus’clore witliin 
call, it is likely to produce the sanu* clTcct as tlie pr«'sent practice' 
of carrying forward unraised (piotas. It should furtlua* Ix' added 
that coal-owners desiring to increase Ihi'ir ])rodm*tion will be 
required to purchase the additieaial quota from the pool at n 
price, say. of 2.s*. Of/. ])cr ton. It will Ix^ obvious that if th;‘ 
dcmanfl for coal remained consistently below the esti!nate upon 
which the quota was based tlicre would l)e an accumulation oi 
unused quotas or unraised sliortages in Uuj hands of the quota 
committee, and that this might cause a severe drain upon thi' 
funds of the Association. 

At first sight the pooling arrangement appears to introduce 
no new principle, but merely to facilitate the transfer of unraised 
shortages from those who cannot use them to those by whom 
they arc nccclod in order that they may be able to satisfy tbo 
needs of their customers. But such is not the case. Under the 
present system a colliery owner is allowed to sell part or the 
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whole of his right to produce, that is, his imraised shortage, but 
there is no guarantee that he will be able to do so. He takes the 
risk of the market ; just as he has to find a customer for the coal 
that he produces so, too, he has to find a buyer for the right to 
produce coal whicli he docs not wish to exorcise. Under the 
scheme which is now proposed he will have a guaranteed market 
and a guaranteed pri(‘e for his unraised shortage, the price under 
consideration being per ton, wdiich is presumed to be the 
average overhead cost inc-urrcrl in producing coal. Thus a new 
principle is introduced which is of the first imj)ortcmcc in deter- 
mining the probable j)olicy of a coal-owner in any giveii circum- 
stances. 

The second jn'oposal is to control pricesd Undtu* this pro- 
])osal three coiiimittcos ar^* to be formerl, namely, a basic price 
committee, a sales committee, and a ])rice pool commiltee. The 
lirst will iix basic pric(\s for the various classes of coal supjjlied 
))y a coal-owner, and tlie average of tluj l)asic prices will con- 
stitute the basic; average price for any givim mine. The sales 
committee will fi.x a miiiiiiium price (the “ authorised sale price ") 
at which the individual ineiiiber will be allowed to sell his eoal 
and will pri'pare and formulate standard conditions of sale. It 
will work througli sub-coinmidces, of whicii the existing export 
committee will become the sul)-commiltee for the purpose of 
dealing with the exi)()rt trade, fu addition to those two coin- 
mil tees a ])rice jkjoI committee will be funned to (‘ontrol the 
j)rice pool which is (lesci*il)ed below*, 'rhe ba<ic average price 
li.xed for any mine will la; the aver;*, go of the jirices actually paid 
for the various classes of coal supplied from tiiat mine during a 
peuiod preceding the instil utioii of tiie Mdicme. that is to say, it 
will be based upon actual experiein*o. 'Fhe authorised sale price 
will be (letejinined upon the principle* of charging wiiat the 
market will bear, in eaeh ease it will be an individual juice. 
The basic average juice will vary from mine to mine, and the 
milhorise*d sale juie e will vary from one coilie'ry linn to another, 
if the authorised sale price is above the basic price, the difference 
will be surrendered to a jiru'e pool; if the basic pri(‘e U above 
the authorised piice, the seller will receive the difiereiiee as 
compensation frc)m the j)OoI. diius tlie baNic average juice is 
the price wiiudi the eolliery linn nhtifis for the eoal that it sells : 
the authorised sale price is the price which the buyer of eoal 

^ The fir.si, [)roj)i).s.il. it nUoptoa, will bocoiiu' an iuh'^ral part nf tiio Kiv'o 
Cuujili('S Schnnic, but tlio .st'rujul will bo a .‘^oparato ami \ i>Iuiitai*y sclit'ino wliioh 
under tlio prossent constitution cannot bo enforced upon all the luomberd. 
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will be required to pay. The surplus, if any, remaining in the 
price pool will be distributed among the members in proportions 
determined by the amount of coal sold. 

In some respects the proposed arrangement resembles that of 
the German syndicate. The selling syndicate controls both output 
and price ; the individual producing firm receives a price, which 
is sometimes called the accounting price, from the syndicate, 
while the syndicate in turn sells the coal at varying prices deter- 
mined by the conditions of the market. The basic price in the 
English scheme thus resembles the accounting price paid by the 
German syndicate to the coal producer, while the authorised sale 
price resembles the selling price of the syndicate. But there are 
important differences between the two cases. The German pro- 
ducer not only receives a quota, but is also guaranteed a market 
for the whole of that quota; he is free from all market risks, 
which are borne by the selling syndicate. TJio khiglisli Associa- 
tion fixes a quota for the individual member, but does not 
guarantee a market for his output, nor docs it undertake the sale 
of the coal. The individual member is still faced with the task 
of finding customers, that is to say, he still acc^epts selling risks. 
Moreover, since ho is forced to sell at a ])rice determined for him 
rather than allowed to fix his own price, his market risks are 
likely to be, in many cases, even greater than before. On the 
other hand, if he fails to find a market for the v/holo of the output 
represented by his quota he will be guaranteed a market for the 
right to produce that amount by which his production falls short 
of the quota. Again, the accounting price w^liieh is paid by th(^ 
syndicate to the German producer is determined by tlic class of 
coal produced; the basic price in the English scheme is to be 
determined by recent experience. But recent experience is not 
a safe guide ; during the depression individual coal-owners hav<^ 
followed different price policies ; some have reduced prices nioru 
than others in order to enlarge sales. Prices and sales are 
inseparable, but they will now be separated; although basic 
tonnages will be determined by producing capacities, prices will 
be determined by recent experience. In this respect, therefore, 
the scheme seems to be of a provisional character and it will be 
necessary, in due course, to introduce a better system of classifi- 
cation and a more scientific method of fixing basic i)riccs. 

It has only been possible, within the limits of a single article, 
to give a bald description of the existing and proposed schemes, 
together with an account of the most important defects reveak*d 
by experience. I have not attempted to submit an estimate of 
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the value of the new methods of organisation, nor have I dis- 
cussed the relations, actual and possible, between the efforts of 
the central Association and the amalgamation movement in the 
coal industry.^ The proposed scheme is admittedly complex, 
and may prove so defective as to necessitate still further develop- 
ment in the direction of syndication. It strengthens the position 
of the weaker undertakings and tends to per])ctuate the existence 
of uneconomic mines. Finally, its operation is confined to one 
group of coal-fields which, though important, play a relatively 
small part in the export trade of the country. The history of 
the last eighteen months provides a fascinating subject of study 
to ail serious economists. 

J. H. Jones 

The University, 

Leeds, 

P.S . — Since the above article was sent to the press an important 
Memorandum has been published ])y the League of Nations on 
•*Thc Problem of the Coal Iiidustrj".*’ The Memorandum con- 
tains not only elaborate statistics of the coal production of the 
various countries of the world but also instructive tables showing 
the variations in prices accompanying variations in output. The 
latter afford evidence in support of my statement that the 
demand for coal is highly inelastic. The statistics relating to 
producing capacity and output submitted in the above article 
are coiisistent with those contaijied in th(' Memorandum, though 
presented in dillerent form. 

^ Jn February 1 gavo Uvo ufMro.s.ses on t]io subject to the Institute of Bankers 
nn<l tliese are [uiblisJiod in iho .May and Juno issues of tlio -fournal of tho Institute. 



THE REPARATION PROBLEM: A DISCUSSION 
I. Transfer Difficulties, Real and Imagined 
§1 

Mr. Keynes’ article on “ The German Transfer Problem ” in 
the March number of this Journal represents a forceful summing- 
up of the arguments of those economists who maintain that a 
transfer of the annuities fixed in the Dawes plan is beyond 
practical possibilities. His reasoning ignores, however, one very 
important side of the problem. In attempting to set foi’th ^vhy 
consideration of this neglected element must modify the practical 
conclusionvS I intend to imitate as far as it is witliin my power 
the brevity and clarity of Mr. Keynes' most elegant treatment. 

Let me begin with a quotation : If 1-1 is taken from you and 
given to me and I choose to increase my consumption of precisely 
the same goods as those of wliich you arc compelled to diminish 
yours, there is no Transfer Problem. Those Avho minimise the 
question of transfer seem sometimes to imj)ly that the above is a 
fair representation of present facts. To tlio extent that high 
taxation causes German consumers to buy Ic'ss foreign goods, it is 
a fair representation. But clearly only a proportioi\ of their 
abstention from consuming will be in resjxx*t of foreign goods, 
and, as far as one can judge at j)r(‘seiit, not a \ erv large propor- 
tion ” (p. 2). 

This is the first part of a trend of reasoning which seems to 
to be of fundamental importance in any discussion of international 
capital movements. It is a pity that .Mr. Keynes lias not followed 
it up, but has even fai!(*(l to draw the consequences of tluj part 
of it he has stated in this jiassage. 

He continues: “.Moreover, the (jlernian balance of trade 
already has most of the benefit of this ...” Evidently, no 
account is taken of the fact that, if Mr. Keynes lias given me £l 
and I have returned £2 to him, the olfect on our trade balances 
must be the reverse of what it would be, if only the first transaction 
had taken place. Germany has ]>aid halt' a dozen milliards of 
marks in reparation payments, but has borrowed twice as much. 
Thus, the German trade balance has not had the “ benefit ” of a 
reduction in total buying power, ^ but the “ disadvantage ” of an 

^ In n country, wludi ncitljor borrows from nor lends to other countries and 
wliicli iiiaiiiUiins equilibrium on its capital inarkef, “ buying power" is identical 
with “aggregate of money earnings. ’ Eortsigii borrowing, however, increase.^ 
and loans redme buying power. Similarly, influlion.'iry credit p(dicy incrca.-' - 
and deflationary j)olicy redu^s it. hi the former cuso new buying power is 
created by the bonks ; in the wter, money which is eunied and saved is not lent 
by the banks to others, — it vaiiishe.s and buying poAver falls off. 
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increase to the amount with which borrowings have exceeded 
reparation i)aymcnts. This increased buying power must have 
tended to swell imports and reduce exports. 

This fact, that the total buying power has been increased, not 
reduced — and that consequently experience tells nothing concern- 
ing the efficiency of a transfer of buying power in creating a 
German export surplus — is ignored also in the following passage, 
Avhich forms the starting-point for the whole reasoning in the rest 
of Mr. Keynes’ i)aper : 

“ Now, what prevents Germany from having a greater volume 
of exports at the present time ? Is it that the export trades cannot 
attract more labour at the present level of remuneration ? Or is it 
that they cannot sell an increased output at a profit unless they 
can first reduce their costs of production ? The available facts 
seem to indicate that the first, namely, inadequate supplies of 
labour at present rates of remuneration, x>lRys little or no part, 
and that the second is the real explanation. That is to say, the 
sohition of the Transfer Problem requires a reduction of the 
German gold -costs of jiroductiou relatively to such costs else- 
where ’’ ^ (p, 4). 

Notliing is said about the infiuenee of the German borrowings, 
which— being far gr('ater than the reparation payments — seem 
to me to be tlie real cxi>lanation why the excess of imports into 
Germany is what it is. They also largely explain why Germany's 
iwoductive resources have to such an extent been used for pro- 
duction of capital goods for the home market and have not in- 
creased the output and marketing of export goods. 

These borrowing.s, in so far as they have exceeded the repara- 
tion ])ayments, liave not only increased the buying pow'er in 
Germany and thus its imimrtation of foreign goods; they have 
also re(lue(*(l tlie buying i>ower in the lending countries and, thus, 
their importation of German goods. It is true that the direct 
iniluence in this latter direction may not have been very great — 
as indicated in the first of the* pa.'isages I have quoted — but 
indirect effects cannot be ignored. 

Let us consider the jiature of these indirect effects of a transfer 
of buying power. 

^ III Ok; bu.sinrss worlil flu' iiii|Mvssion pn'vails llint at any given moment 
Hales cannot be inereased, except at the eosl of j)riee reductions. Kvery firm 
Hells as nmeh as it eiin, at jiresent ! Surely, neither this fact nor the existing 
'meinployinent justifies the eonelusion in the text. What other faets are avail- 
able ? Coinjuirc the end of § 2 of this iiaiier. 


No. 154.— -VOL. XXXIX. 
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§2 

A and B arc two countries with normal employment for 
their factors of production. A borrows a large sum of money 
from B this year and the same sum during each of the following 
years. This transfer of buying power directly increases A’s 
demand for foreign goods while it reduces B s. Thus, A\s imports 
grow and its exports fall off. 

If the sum borrowed is 100 mill, marks a year, the excess of 
imports in A brought about in this direct manner may be 20 mill, 
marks. For in large countries only a small part of demand turns 
directly to foreign goods or to export goods. The rest, 80 mill, 
marks, increases the demand in A for home market goods. 

Evidently Mr. Keynes and the school of economists who share 
his view think that this is the end of these 80 mill, marks. As 
they do not directly increase the excess of imports, they can have 
no effect whatever on the balance of trade. They can be li‘ft out 
of tlie reasoning altogether. 

I venture to suggest tJiat, on the (‘ontrary, this amount of 
borrowed buying iiower deserves special attention. It sots in 
motion a mechanism which indirectly calls fortli an excess of 
imports in A of about the same magnitude, tliist as the loss of 
this buying power indirectly creates an export surplus in B; or, 
rather, these changes in buying ])ower bring about at the same 
time an excess of imports in A and of cx{)orts in B. 

The increased demand for homo maiket goods in A will load 
to an increased output of these goods. In a progressive country 
this means that labour and ca[)ital, that would otherwise have 
passed to export industries and industries ])r()dueing goods 
which compete directly with inijjort goods, now go to the home 
market industries instead. Output of these “ iniport-comjjeiing ” 
goods and of export goods increas(\s less ilian it would otherwise 
have done. Thus, there is a relative decline in exports and increase 
of imports and an cxce.ss of imports is created. 

A corresponding adjustment takes jjlaco in Ik Home market 
industries grow less as a result of reduced demand for th(‘ir 
products, and the labour and capital turns in greater proportion 
to export industries and industries manufacturing goods which 
compete directly with import goods. The outcome is an excess 
of exports. B finds a widened market for its goods in A as a 
result of the adaptation of production which takes place in that 
country. Thus, the readjustment of production is the conse- 
quence of the change in buying power in the two countries. 
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The monetary mechanism which brings about the change 
varies with the organisation of the monetary system. In all 
cases of fixed foreign exchanges, however, there is an increase in 
monetary buying power in A and a decrease in B, which may be 
much larger than the 80 or 100 mill, marks. A secondary 
‘‘ inflation and “ deflation may be necessary to bring about 
the adaptation of production and trade quickly enough. The 
more sudden the readjustment has to be, the greater this inflation 
in A and deflation in B, and the greater the changes in sectional 
price levels that are called forth. 

The character of these price changes must be discussed briefly. 
Home market prices tend to rise in A and fall in B, relative to 
prices of export and import goods and prices of the goods which 
compete with import goods. The readjustment of production 
is j)artly, but partly only, the consequence of this change in 
“ sectional price levels.” [Production has a tendency to expand 
in the same way as demand, i.e, as the development of “ markets,” 
even without the stimulus of considerable price changes.] 

It is not nec(‘ssary that A’s export prices should rise and IVs 
fall. Thus, Ji need not olfer its goods on cheaper terms of ex- 
change to induce A to take a greater quantity of them. In- 
directly, however, it is probable that a certain shift of the terms 
of exchange will take place. The increased buying power in A 
will to some extent aflcct also the prices of its export goods and 
its import-competing ” goods in an u[)ward direction, while the 
corresponding classes of goods tend to become cheaper in B. In 
that way the readjustment of the balance of trade is made easier. 

Note that those ])rico clianges arc quite dilTerent from those 
assumed by the classical l)arter theory, wJiich seems to underly 
.Mr. Keynes’ analysis. jMill and after him Edgeworth, Taussig ^ 
and many of their followers w-ould say that B must offer its goods 
on. cheaper terms of exchange in order to induce A (o buy more. 
Thus, the primary price change is one between the prices of 
import and export goods in both countries, not between prices 
of these international goods and of home market goods, as cx- 
f)laiiicd above. 1Tiis erroneous conclusion is reached because of 
the fact that the shift in buying power is ignored, except in so 
far as it directly affects demand for international goods. It is 
left out of account that thedoniand conditions—the demand curves 

^ Professor Taussig seems to me to present two different and incoinpatibl 
tlieories : (1) the barter theory of .Mill; (2) a theory of the monetary and price 
nifchanisin, which has heeii further developed by Professor Viner, with whom I 
ani in substantial agreement. 

N 2 
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in an analysis a la Edgeworth in the Economic Journal of 1894 — 
are changed not only by the 20 but also by the 80 mill, marks. 

If the mechanism I have endeavoured to indicate briefly above 
corresponds to reality, evidently a sufficient adjustment of the 
balance of trade may take place without any considerable reduc- 
tion in B’s export prices or increase in A's. It seems, therefore, 
very misleading to represent the increase in B’s exports as due 
entirely to a reduction in its export prices. 

Of course, a discussion of the elasticity of demand for B’s 
export goods, which tacitly assumes demand conditions to be 
unchanged, must reach the conclusion that considerable increases 
in the value of its exports are impossible. As Mr. Keynes points 
out : “ if a reduction in price of 10 i>er cent, stimulates the 
volume of trade by 20 per cent., this docs not increase the value of 
the exports by 20 per cent., but only by 8 per cent. (1-20 X 
90 = 108) ” (p. 5). An increase by 20 per cent, as a result of a 
10 per cent, price reduction may appear as a veiy great olastioit}' 
of demand, and yet the value of exports grows only by S per cent. 
Hoav violent, then, must the price reduction be, if export values 
are to increase by 40 per cent, as in the German case, when the 
borrowings have ceased and rej^arations have to be jiaid by moans 
of an export surplus. 

The impression becomes quite different if it is remembered 
that the mechanism of adjustment indicated above will be at 
work and that exports from the lending (indemnity-paying) 
country will, therefore, grow even if exj)ort juices are not redueerl 
at all relative to prices of international goods in other countries. 
In this connection it should also be noted that — even regardless 
of changed demand conditions —the volume of exports of a country 
is not a function solely of its export j)iices relative to prices 
abroad. More or less capital and labour may ])e used for tin 
building up and sujq^ort of marketing organisations with (iorr(‘- 
sponding effects on sales abroad. If it were not for these and 
other similar circumstances, it would be difficult to see, fv.r 
instance, how import duties can reduce the exjjort trade con- 
siderably and, reversely, how a return to free trade, which in 
many cases would reduce costs in cxj)ort industries only a little, 
can substantially increase the volume of exports. Remember 
also that many German goods which lay on the border line of 
‘‘ exportability may be sold in large quantities if their prices 
fall 10 per cent. With this background an increase of exports by 
30, 40 or 50 per cent, docs not seem impossible. 
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Of course, the assumption made above concerning A and B, 
that their productive factors arc normally employed, does not 
apply to post-war conditions in Germany or all the Allied countries. 
In my opinion this fact does not, however, invalidate the con- 
clusions. If the period of transition, during which Germany is to 
create an export surplus, is not less than five or six years, it will 
almost certainly contain a year or two of fairly full employment 
of the labour and capital which is not for some special reason 
immobilised (as many English miners seem to be at present). 

I suspect that one of the reasons why most people are inclined 
to exaggerate the difficulty in creating a (German export surplus 
is the impression of the “ practical business man, who has 
already a large export trade, that it is difficult for him to increase 
his sales abroad. This impression, however, is misleading, as it 
is baaed on a tacit assumption of unchanged demand conditions 
and fails to take into account the fact that many firms may pass 
from exporting practically nothing to considerable sales abroad 
during a period of five or six years. 

Another fact to which little attention has been given in the 
recent discussion is that the present reorganisation of production, 
partly with tlu' aid of foreign ca])ital, has not yet had time to show^ 
its full elicct on German competitive powTr and sales in other 
countries. 

]jvi me add that experience speaks very strongly in favour of 
the conclusion that adjustment of trade balances go much easier 
and even quicker tlian the ortluxlox theory would have it. To 
take the latest example only : i.s it not surprising that one has 
heard so little of transfer difficulties during the last live years, 
when one single country has had a net import of capital (over and 
above its own payments to other countries) of six or seveii 
milliards of marks ? 

That country is Germany. 

It is not, of course, my intention to deny that a transfer of 
sums of the same magnitude as the Dawi's annuities may meet 
considerable difticulties. If the ])olicy of protection and of 
preference to home-made goods, w hieh has been growing so much 
after the w^ar, is intensified wdien German exports begin to giw, 
and is used consistently to ju’cvent such exj)orts, then the repara- 
tion payments may become virtually impossible. There can be 
little doubt that if Great Britain turns to protection and other 
countries arc thereby led to raise tlieir tariffs, the chances of 
?=>iibstantial reparation paj'nients are considerabl}" reduced. 
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It is also clear that the rise in Gorman wages and home 
market prices in recent years has been, although probably unavoid- 
able, yet very unfortunate, as in the future it will almost certainly 
be necessary to deflate wages and prices to some extent, particu- 
larly in home market industries, if an export surplus is to be 
created. Possibly this difliculty may be partly evaded if rational- 
isation continues at a rapid pace and thus the effectiveness of 
production is raised, while monetary wages are kept constant. 


§4 

Granted, however — for the sake of argument — that an automatic 
transfer of several milliards of marks may be impossible, can tli(> 
conclusion be defended that reparation payments of this magnitude 
are impossible ? Is there anything in the reasoning of economists 
upholding the former thesis which proves that delivcM’ies in Idiid 
of a similar size would also be impossible ? 

The answer seems to me to bo in the negative. Whatever the 
possibilities of automatic transfer, there can be no doubt that 
deliveries in kind, i,e. an organised shifting of demand, can bring 
about an export surplus from Germany of the size and value 
envisaged in the Dawes plan. German taxation can make a 
sufficient quantity of German factors of ])roduetion available fo]* 
this purpose. Such a policy, like one of automatic transfer, 
as.sumes a readjustment of production in the countries which an* 
to receive the indemnity payments. As everybody knows, this 
is not Great Jkitain or Italy, but partly J^'rance, partly and largely 
the United States (reparations being used to pay the inter-alli(‘(i 
debts). Almost certainly, however, the United States will cc»n 
tinue to export huge sums of capital to South America. ltmi\ 
be argued, therefore, that the ultimate recipients of the repara- 
tion amounts are France and South America.. In princij>le, 1 he 
safest and sim])le.st way of organising the reparation ])aym(‘nt.‘i 
would be a policy of deliveries in kind from Germany to Franc(r 
and the South American nations, which rocpiire imports of many 
commodities German industry is well able to [)roduco. 

Unfortunately, such a policy is outside the range of practical 
possibilities. The inevitable opposition of powerful American 
and British export industries to any such plan is one of the real 
obstacles, perhaps the greatest of them all, which lie in the way of 
an organised solution of the reparation problem, 

Bertil Ohtjn 

Copenhagen, 
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II. A Bejoinder 

I HAVE found difficulty in making sure that I understand 
Professor Ohlin’s argument in his article printed above. I have, 
however, had the benefit of some correspondence with him. If, 
in spite of this, I am still guilty of ignoratio elenchi, it had better 
be clear to the impartial reader that 1 am thus guilty. So I 
will begin with my own summary of what his argument seems 
to me to amount to — not as a contribution to the theory of Inter- 
national Trade, but in its application to the particular case of 
German lleparation payments, which is all that I am discussing 
on this occasion. 

My tendency to misunderstand Professor Ohlin centres, I 
think, round the meaning he attaches to the phrase “ buying power 
in Germany.” ^ At first I supposed him to use this phrase as 
equivalent to “ aggn'gate of money-earnings in Germany,” and I 
was, therefore, disposed to retort — “ How can ‘ buying power ’ 
fall unless either the. volume of emplopnent or the rate of earnings 
falls? Ihit that was jirecisely the contention in my original 
article — namely, that the problem set to Germany is one of 
reducing her moiu'v-rates of earnings. Gonsequently, the amount 
she can pay in Pveparations will de])end on the degree in which 
slie can elteet this. J^'or foreign loans do not inereasc incomes 
within (Germany, except in so far as they enable the volume of 
employment and the rate of earnings to be maintained (or taxes 
and savings to l)c reduced); what they do is to enable German 
workmen to bo employed in producing capital goods.” 

But this does not meet his point. The benefit to Germany’s 
balaneci of ti*adc which bo seeks to (unjihasise is irrespective of 
whether the aggregate of moiiey-eaiiiings in Germany does or 
does not fall. Porhajis I can clear up the issue as follow's : 

Theio are — according to me — two developments (other than 
a relative increase in German industrial efficiency and apart from 
the reduction in consumpt ion directly caused by reparation taxes) 
w^hich arc capable of improving her net trade balance on income 
account, namely : 

(i) A reduction in the rates of go Id -wages of German factors 
of production relatively to rates elscwliere will, by increasing the 
competitive pow’er of German manufacturers, enable them to 
absorb, into the production of exports or of goods previously 
imported, workers wdio are now unemployed or employed in 
producing capital goods inside Germany financed by foreign loans ; 

^ He has siiKc added a footnote to amplify his meaning. 
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(ii) A reduction in the real wages of German workers will 
cause them to consume less, and a part of this reduced con- 
sumption will have the effect of benefiting the balance of 
trade. 

My article emphasised (i) and allowed incidentally for (ii). 
But Professor Ohlin claims that there is a third development (iii) 
to which importance ought to bo attached, namely : 

(iii) If Germany borrows less from abroad ^ (net), this means 
that some other country or countries will borrow more (or lend 
less). This will reduce German demand for foreign goods and 
cause a new demand from other countries at the existing inter- 
national price-level. Germany will get the benefit of some 2)art 
of this new demand and will be able, in virtue of it, to sell more 
ex{)orts than before at the old price. These are the mitigations 
of the severity of her problem which, ho considers, J hav'e 
overlooked. My reply is as follows : 

I was assuming that if Germany borrows less, the /i/>7 
would be to bring in the '.ri’ansfer J’roteelion clauses of Uk? Dawes 
sch eme, ]f so, the result would be that she would, for the* time 
being at least, pay l(\ss Reparations. Now if this is correct, 
Professor Ohlin’s assumption, that, if Germany borrows less from 
abroad, some other country or countries wiW borrow more (or 
lend less), is invalid. For if Reparation payincnls an' diminisluul 
to the same extent that foreign borrowing is diminished, the 
international balance sheet between Germany and tin* rest of tlu' 
world is exactly as it was before. If A lends B £l and B use's tlu' 
£1 to repay a debt he owes to C, and if A’s cessation of l(*nding 
means that B must stop repaying G, the affair is a wash-out so far 
as B’s position is concenmed. Professor Ohlin argues : No ! .V, 
by ceasing to lend B £1, will have that £1 extra to buy with, and 
that will increase B’s sales and so enable B aftc'r all to go (»ii 
repaying C £1. He forgets that if the £1 A lends to B and the £1 
B repays to C stop simultaneously, A’s incn'ased buying pow( r is 
balanced by C’.s diminished buying powc'i*, so tliat international 
markets arc where they wen* before — particularly if C happc'iis to 
be the same person as A uiuler another name. Professor Ohlin 
entirely ignores, so far as I ean see, the possibility (indeed oiu* 
might say the certainty) that if Germany’s foreign borrowing falls 
off, so, simultaneously, will her Reparation j)ayments — except in 
BO far as my factors operate. 

* A phrase in Proftjssor Ohlin’s ar(icle suj/gesiod tlmt he intended his 
ment to apply only to loan.s in excess of reparation j)ayments, but ho has ngn.‘‘'d 
in correspondenee Uiat there is no reason to treat differently loans in excess ‘li 
reparation payments and loans not in exces-s. 
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In SO far as Germany can, for my reasons, pay Reparations 
without borrowing, these payments will, it is true, react on the 
levels of incomes abroad, causing them to move slightly upwards. 
Not necessarily by the full amount, because the increase in 
German exports may be partly at the expense of unemployment 
amongst her competitors and of their using their resources less 
effectively. But the increased ‘‘ buying power,” due to the fact 
of Germany paying something with less assistance than before 
from borrowing, will have been already used up in buying the 
exports, the sale of which lias made the Reparation payments 
possible. Professor Olilin’s argument only amounts to saying 
that, if Germany is ])aying Reparations, tliis proves tliat she can. 
But the fact that she can if she can does not prove, as he seems to 
think, that she can if slie can’t ! 

Let me repeat my point in the form of an illustration. Let 
us assume (what was not far off the truth a short time ago) that 
( Uwinany is borrowing 11200,000,000 a year and paying £1 25,000,000 
in Reparations. Ja't us then suppose that her foreign borrow- 
ing drops to £100,000,000 an<l her l\(‘p<u-ation j)ayments to 
£.10, 000, 000 ; i.e. slu; succeeds in improving her trade balance, 
borrowing and Repaiations apart, by £25,000.000. Now it is true 
tliat we have increased “buying power" for £25,000,000 (not 
£100,000,000) in the world outside Germany. But this will have 
hecn exactly used up in l)ayi»ig for the £25,000,000 additional 
goods exported (n(*t) froju Germany, which have improved her 
trade-balance sufficiently to make her Reparation payments 
])Ossible. Professor Ohlin has to maintain that the “ increased 
l)uying power ”is more than £25.000,000, and — if liis repercussion 
is to be important " appr('c*ial)ly more. 

Moreover, even if Germany were to meet the cessation of 
foreign lending by temporarily diminishing essential imports and 
were thus enabled to continue paying ri'parations for a time, 
in this case again, the increased buying j)o\ver of the countries 
which take Germany s i)lacc as foreign l)orrowers will tend to 
he offset by the decreased buying power of the countries from 
wliich Germany previously purchased lior imports ; in other 
words, tlic loaas Germany used to taki' to pay for imports wdll 
now be required by some one else to ]>ay for the imports which 
Germany no longer takes. 

I conclude, therefore, as before, that Germany must mainly 
depend, particularly in the first instance, on cutting her prices 
— which means cutting her wages. For there will be no 
“ increased buying power " abroad for German goods, and no 
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“ decreased buying power ” within Germany, except as a result 
of my factors (i) and (ii). 

It is true, of course, that everything in the economic world 
sets up a repercussion — which it is, as a rule, very difficult to 
follow up quantitatively or qualitatively. Thus if Germany 
succeeds in making Reparation payments, this will set up a new 
situation with a repercussion which ma}/ indirectly benefit 
Germany. But I see no reason to suppose that this repercussion 
would be large. For it would be scattered all over the world ; so 
that, even if there tvas a repercussion, Germany would, surely, 
be very lucky to get so much as 10 per cent, of the benefit of it, 
if any. I confess that I was leaving out various conceivable 
changes in the outside world the repercussions of which might, in 
the long run, mitigate the severity of Germany’s task — for example, 
a general growth of international wealth, prosperity and trade. 
Indeed the repercussions of the last-named would seem to me to 
be likely to be much greater as time goes on than the rc])er- 
cussions of that part of the growth of intcj-national wealth (out- 
side Germany) w’hich will be attributable to Germany's Ih^paration 
payments. 

Let me add that I quite agree with what Professor Ohliii says 
in his § 4 about the tliooretical possibilities of deliveries in kiufl. 
Organised deliveries in kind would get over the difficulties I ha.vt> 
in view. But I also agree with him as to tlie practical obstacles 
in the way of this. 


J. M. Keyxks 



THP] MONETARY THEORY OF THE TRADE CYCLED 

§ 1. Something like one-third of Mr. Hawtrey’s new volume 
of essays on Trade and Credit is devoted to criticisms of arguments 
s(‘t out by me in Industrial Fluctuations and elsewhere. Much of 
this criticism is naturally detailed in character. Though useful 
to me personally and requiring attention in future revisions of 
my work, this portion of it docs not deal with matters of sufficient 
general interest to w'arrant a reply in the Economic Journal. 
There are, however, certain broad issues raised by Mr. Hawtrey’s 
discussion, wliich arc of far-reaching importance both for theory 
and for practice. The purpose of the article that follows is to 
define and study these. It is necessary, however, to warn the 
reader that Mr. Hawtrey is a writer whom 1 do not always find 
it easy to understand, and that I may, on this occasion, as I 
aj)])ear to have done before, uniuteiitioually fail to represent his 
position eorrectly. 

§ 2. it will be eouvenieut to begin by setting out those pro- 
|)ositions which are common ground. First, with industry and 
banking organisation as they now are, expansions of productive 
activity are, in general, associated with increases in the volume of 
credit and in prices, and contractions of productive activity with 
corresponding dec'H'ases. Secondly, the credit movements and 
the price movements, which accompany and arc in part due to 
them, are an important factor in accentuating the range of the 
associated industrial fluctuations. Thirdly, if credit policy were 
so controlled as to keej) the general i)rice level substantially 
stable, the magnitude of these industrial fluctuations would, 
other things being equal, be reduced in an important degree, to 
the great benefit of society at huge and particularly of wage- 
earners. TJiis last very important })ractieal inference is now 
accepted b} the main body of economists, and Mr. Hawtrey’s 
writings have done much to win recognition for it. 

§ 3. We have next to elucidate, so far as may be, what pre- 
cisely Mr. Hawtrey means by his thesis that “ The trade cycle 
is a purely monetary phenomenon.” He does not mean that 
^uduslrial jluctuaiions are purely inonotary phenomena. “ It is 
the periodicity of fluctuations forming tlie trade cycle which 
I believe to be wholly due to monetary causes ” (p. 175). But 

* Trade and Credit, by It. CJ. Hawtroy, 1929, Longmans, pp. 189. 10«. 6<i. 
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the term periodicity is not used in a strict sense. For a true 
periodic phenomenon is one whose recurrences are separated 
by a precise and constant time interval ; and the trade cycle is 
not periodic in this sense. Mr. Hawtrey uses the term in a wider 
and looser way. ‘‘ The central characteristic of the? trade cycle 
is its periodicit 3 ^ That, of course, is the meaning of the term 
cycle ” (p. 82). But any disturbance ^ whicli embraces an upward 
and downward movement spread over a finite interval of time, 
can be depicted as a w ave ; and, if periodicity is compatible wnth 
variations in the lieight, length and inter-relations of successive 
waves, any series of such disturbances can claim to be periodic. 
At all events Mr. Hawtrey has provided no definition that would 
enable us to distinguish between degrees of variation in these 
respects that do and degrees that do not allow a series of weaves 
to be periodic and to constitute cycles. This is very unfortunate. 
For it is impossible to discuss satisfactorily a thesis the terms 
of which are ambiguous. 

§ 4. This difficulty, however, partly disapjiears when Mi*. 
Hawtrey 's doctrine is studied, not as a single wdiohv, but divided 
into parts. Wo viewed it is seen to contain two main (‘lenu'nts. 
one of which, at all events, seems at first sight to be (‘lear cut. 
This first and more fundanumtal thesis is as follows. In anv day 
or 3 'ear there is in an 3 " community a certain volume of consumers' 
income expressed in moiKy. 8o long as the sum-total of pur- 
chasing power embodied in momy balances and circulating 
currency remains constant, this consumers’ income constitutes 
also consumers’ outlay, expended parti}'' upon (*onsumal)lo com- 
modities and partly upon machiiieiy and plant (i.e. investment) 
(p. 83). If in these conditions no disturbances arc initiated 
on the xside of production, the price level must lemain constant, 
and so also— this is the fundamental point--must the w^ages 
bill and the volume of employment. No access of business 
optimism, no new inventions opening up opportunities for prolit- 
ablc investment, no desire of dealers to add to their stocks, no 
decision of the Government to undertake cajiital cxpoiuliture, 
can augment employmcmt or diminish uuemplo 3 unent in any 
degree ; because, aggregate consumers’ outlay being unchanged, 
an expansion in one part of it can only 1)0 made at the expense 
of an exactly equal contraction in another part. It follow^s that, 
provided the sum-total of monetary purchasing powur — roughly, 
of bank deposits — is kept constant, the trade cycle — whi(jh for 
this purpose appears to mean all fluctuations in industrial activity 
initiated on the side of demand — ^would totally disappear. 
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§ 5. The foregoing thesis is what Mr. Hawtrey seems, so to 
speak, to hanker after, and certainly it is what he ought to 
maintain if his statement about “ a purely monetary phenomenon 
is to be justified. But in fact he docs not maintain it; for in 
more than one passage he recognises, imelTeot, that the consumers’ 
outlay may be modified, nor merely by an alteration in the volume 
of bank credit, but also by an alteration in the velocity of monetary 
circulation brought about independently of the volume of bank 
credit (pp. 1111 and 109). But, while recognising this, he appears 
to regard it as an incident of quite subordinate importance, in 
such wise that, for a broad practical statement, what was set 
out in the pn^cc'ding section may be taken as an ade^qiiate picture 
of the facts. Let us write M for the stock of money (bank balances 
and circulating currency) in the country ; V for the number of 
times in the year that a re])rcs(‘ntative unit of money becomes 
consumers’ income and outlay ; K for the real income, including 
the income of capital goods, expressed in some representative 
t?ommo(litv or s(T*vioo, that accrues to the community in a year; 
and P for the ])ricc in money of a unit of the aforementioned 
r(‘presentative commodity or service. Wc then have the equation 
VM =- PH, ’Flic statenu'ut of the preceding section is that V is 
in its iiatun.^ constant. Mr. Hawtrey in fact allows that it may 
vary, but implies that it Mill only do so in exceptional circum- 
stances (p. 110), about M*hich we Jieed not trouble ourselves 
seriously. 

§ (). If this view >vere right, it would follow, as ^Ii*. Hawtrey 
contends, that, bi'oadly speaking. Government expenditure on 
l)ublic works in times of depression can only increase the volume 
of employjiient if the expenditure is financed through the creation 
of bank credits ; that the same result could be achieved by 
creating credits >vitho\it the wUh'iubnn of public works ; and that, 
therefore, these “ are merely a j)iece of ritual, convenient to 
people who want to be able to say that they are doing something, 
but otherwise irrelevant'’ (p. 112). Tliere is, hoAvever, a eom- 
nient to be added here. It is true that conditions may easily 
be', such that a given programme of public vorks will cause 
employment to expand to exactly the same extent that some 
defined lowering of the discount rale, leading to an equal net 
increase in the volume of credit, w’ould do. In these conditions 
the two “ remedies ” may properly be regarded as alternatives. 
But it does not follow that public works are mere ritual. They 
bring about the required expansion of credit without lowering 
the discount rate; the other plan involves lowering that rate. 
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For a community with an independent ‘‘ managed ” paper 
standard, it may well be that the discount method would usually 
be preferable. But, with a gold standard, the risk of a largo 
foreign drain may render an extended use of this method 
impracticable. No such obstacle lies in the way of the rival 
method. 

§ 7. The preceding ])aragraph was in the nature of a digression. 
Let us return to the main issue of § 5. The truth of the matter, as 
1 see it, is that consumers’ income and consumers’ outlay can be 
varied in large and important ways by influences acting on V; 
and that, therefore, there is nothing to prevent P or 11 or l)oth 
together fi'om rising or falling substantially even though M 
remains rigidly fixed. Let us begiii with a simple case. Suppose 
that, instead of spending £100 in buying food and clothes for my 
personal consumption, I use the £100 to engage ])ainters and 
plasterers, hitherto unemployed, to repair my liouse, tlu\s(5 
painters and plasterers using the money to buy the food and 
clothes that I forgo. In that event certain mon(»y units, that 
w'oUid otherwise have become income and onllay during a year 
71 times, now^ bcconio income ami outlay (n r 1) times. Unit 
is to say, V is increased, and, therefore, of course, Y^l also. In 
other language, aggregate consunuTs’ money income and money 
outlay arc increased — and the Income i’ax Commissioners' 
Accounts will show tliis — by the £100 that I paid to tliose men. 
My money income ajid outlay are the same as they would lia\o 
been otherwise, theirs is £100 larger. Alongside of this addition 
to aggregate money income and outlay there is an additioji to 
real income represented by the services of these men or tin* coni- 
modities that they produce. According to the I’clatiou l)et\ve(‘n 
the addition to money income and the associated addition to real 
income, P may increase or decrease or remain unchanged. Bin. 
in any event aggregate money income (which is equal to outlay) 
is increased, in spite of the fact that M has rcmiained unaltered, 
and aggregate real income, along with the productive activity — 
employment — that gives rise to it, is also increased. Exactly 
similar reasoning applies if tJie Government takes from me £100, 
which I should liave devoted to purchases for jny personal con- 
sumption of food and clothes, and employs it to hire otherwise* 
unemployed workmen in building roads or bridges. 

§ 8. To obviate misunderstanding it is hero necessary to 
make clear a matter about which 1 think there is no dilfcrcncc? 
between Mr. Hawtrey and myself. This has to do with tin- 
precise significance to be attached to the terms money income. 
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and outlay and its correlative the velocity of monetary circula- 
tion. Money income is not the*, sum-total of money which flows 
through people's hands during a year, but the sum-total which 
becomes available to them for spending in the purchase of services, 
consumption goods or capital goods. Thus, if a piece of lace, 
the cost of the raw material in which may be neglected, is sold 
by an artist to a wholesale dcah^r for £50, is sold by him to a retail 
dealer for £G0, and by him again to a consumer for £75, the 
money income accruing to the artist is £50 ; but that accruing 
to the wholesale dealer is not £00 but £10, and that accruing to 
the retailer is not £75 but £15 ; the income of all three aggregating 
to the £75 which the final purchaser pays. The velocity of 
monetary circulation per year is measured by the consumer’s 
income thus defined divided by the stock of money. Hence, 
if the services now rendered by three middle-men come to be 
rendered instead by six for the same total charge, so that money 
changes hands twice as often as l)eforc against goods — which, of 
course, also change hands twice as often as before against money — 
my V is not altered and aggregate money income and outlay 
arc not alten'd. 

§ 9. This ])roposition, which nobody, T tliink, would dispute, 
carries with it as a logical consequeiico the further and more 
important proposition tliat consumers’ income and outlay are 
nr)b, so to speak, self-subsistent, but arc derivative concepts, 
secondary to and built upon the concept of real income. Thus, 
consider the exi)ressiou VM, in wliich they arc represented 
algebraically. If I, in the course of a year, whether directly 
or through the (iovenimeut, hand over £100 in exchange for 
the services of jiainters and ]ilasterers, instead of holding it as 
casli, nobody doubts that V is increased and that the sum- 
total of money income (or money outlay) rises by £100. Hut, 
if 1 give .t^!J00 to a friend, or if a father makes an allowance of 
£itK) to his son, provided that the recipient employs it in the 
same Avay as ilu; donor would have done, V is not increased, 
and the sum-total of money income (or money outlay) remains 
what it was before. If the Government takes £100 and hands it 
over to a war jx?nsioner or in interest on War Loan, the case is 
economically analogous to the second of the above two cases : in 
^pito of the fact that in the reckonings of the Income Tax Com- 
missioners it is treated as analogous to the first. Sir. Hawtrey, 
by implication, adopts this generally accepted interpretation of 
V. Clearly then consumers’ income (and outlay) excludes all 
categories of free gifts. Consequently it may change in size 
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even though the quantity and all the processes of flow undergone 
by money remain unaltered. If, for example, a man, who has 
been out of work and receiving £2 a week in charit}% comes instead 
to earn £2 a week in wages, aggregate consumers’ income or 
outlay is increased by £2 a week. The definUim of consumers* 
income and outlay is such that, other things being equal, the 
passage of w'orkpeople from unemployment to employment 
carries with it an increase in the community’s money income (and 
outlay) exactly proportional, on tlic assumption that prices 
remain unchanged, to the increase in its real income. 

§ 10. I have said that Mr. Hawtrey, while regarding varia- 
tions in the velocity of circulation as of minor importance, recog- 
nises quite definitely that they may occur. The first half of his 
thesis, W'hen set out so as to take account of this, is to the effect 
that, unless either M or V increase, ?R cannot increase (p. lOO). 
Since VM = PR this is of course true. We must be careful, 
however, not to infer from it that, if tlu^ banking system so 
controls the volume of credit as to keep the price level stable 
despite variations in V, industrial fluctuations will be eliminated. 


VM 


Constancy in P imjdics constancy in 


but it does nut imply 


constancy in R. I have argued elsewhere that, if P w’ere stab- 
ilised, fluctuations in R would in fact, otlu'r things being equal, 
be substantially reduced; but I cannot accept what is, I think, 
Mr. Haw'trey’s view (p. 80) that the trade (;ycle would be, for 
all practical purposes, eliminaUKl. 

§ 11. In view of current events it may be not inai)propriai(‘ 
to discuss in a more positive and direct manner the question how 
far in a regime of stable genei’al prices, i.c. apart from inflation, 
it is possible by means of Government (^xjjenditure to dimini'^h 
the volume of unemployment. Imagine a large isolated island m 
w^hich the land, buildings, machinery and so on arc owned by 
non-w'age-earners, while the manual work is done by labounns 
hired directly by them for wages paid in kind. All the labouiei'N 
are supposed to be exactly alike, and there is no difficulty aboui 
their moving from one job to another. They insist abRulutel.\ 
on a wage of one bushel of wheat j)er week, and their numbers, in 
conjunction with the environing conditions, arc such that it pays 
non- wage -earners to employ ninety per cent, at that w'ngt‘, 
leaving Um j)cr cent., say one million men, unemployed and 
receiving, through the Government, out of funds raised from 

non-wage-earners say million bushels of wheat per week tor 



1929] THE MONETARY TJIEORY OF THE TRADE CYCLE 


189 


maintenance, i.e. ^ bushels of wheat each. The Government, 
setting out to “ conquer unemplo3^mcnt,’’ collects from non- 
wage-earners, instead of million bushels of wheat for main- 
taining the unemployed, a net weekly sum of R bushels of wheat 
for a campaign to find work for them. I ignore the fact that 
in practice part of this sura will go to superintendents and 
other non- wage-earners. Let the net number of men for 
'whom employment is found be .r. This net number is then 
equal to the dilYcrence between (1) the gross number that the 
use of R bushels per week b\" the Government in its campaign 
calls into emplov^mcnt and (2) the number that the collection of 

an additional sum of ( It ~ j bushels per week — for a reduction in 
the number of the unemplo^'ed by one man saves the Government 
bushels of wheat per week — causes to lose their emplo^mient. 
To determine the net number of men brought into employment, 
we have then the equation x -- <j>(\\) — «//( R ^ ]. 

Now at first sight it might seem tluit the gross number of 
men for wJiom em])lovment will be created, on the assumption 
that a rigid wage rate of one bushel per week is maintained, must 
in all circumstances be exactly R. This, however, is not so. If 
llie Gov(u-nmcnt spends its weekly R bushels in setting men directly 
ii) work on roads, bridges, or any foiin of capital development, 
then, indeed, the number is R. But, if it sets them to work in 
making consumable goods (in my simplified statement, growing 
wheat), it then gets back and has available for further wage pay- 
ments what these men produce; and, again, it gels back and 
has available what the recipients of these further wage payments 
produce ; and so on. How many men it calls into work altogether 
depends then on the shape of the curve depicting the marginal 
wheat output of varying numbers of men. If this curve is a 
straight line with a slope of 45 degrees, the total number called 
in to work will be R(1 -1- i + 1 . . .)> < 2R men. If the curve 
is a straight line flatter than this, the number is greater than 2R ; 
if it is steeper, less than 2 R . In times of depression there is reason 
to believe that the curve representing the marginal productivity 
of labour in consumption industries {i.e. the real demand curve 
for labour in those industries) is not steepl\' inclined. If this be 
the number of men called to employment by the use in the 
No. 154.-~vol. XXXIX. o 
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manner described of the campaign fund of R bushels of wheat 
per week will be several times R. There is yet a third way in 
which it is open to the Government to use its levy. This is to 
give a bounty to private industrialists proportionate to the wages 
bill paid by them. In this case the additional number of men 
called into employment will be the same as in the case just 
discussed.^ 

In investigating the debit side of the account, namely, the 
number of men that are driven out of employment by the 

collection of (b> — bushels of wheat per week, w^c have to 

distinguish immediate and direct effects from indirect subsequent 
effects. The number of men immediately and directly driven out 

of employment depends on how much of the ^R — bushels of 

wdieat is taken from what would have been invested in setting 
labour to work in making capital (?.e. non-consumption) goods. 

l..et the proportion of the lev}^ that is so taken be ^ . Then 

Indirectly, in consequence of the withdrawal every w'cek of 
this quantity of wheat from wliat would have been uoii- 
w^age-earners’ investments, the annual supply of new' capital equip- 
ment co-operating w itli labour to their order is likely to be con- 
tracted somewhat. Exce])t, therefore, in so far as the new^ wage- 
earners called into employment are engaged in making this soi t of 
capital equipment, a net reduction in tlic annual supply of it will 
come about. Since, however, the normal annual supply is a small 
part of the total stock, the percentage reduction in this stock (as 
against wdiat it would otherwise have I)e(*n) cannot ho other tlu!?! 
very small until the levies liave l)een in operation fora considerable 
number of years. It follows that the number of men thrown out 

1 Tt should bo noted thiit, wlicroa.s uudor tin uiTAiigomeut in which the 
Government emjdoys hi, hour diro( tly tJic net lev’y (K) made on non -earners 
i.s equal to tJin gross levy on them, when the boimU' inetJiod is employed, it, in 
general, fulls short of the gro-.s levy (which i.s equal to the aggregate sum j’aid in 
bounties) by a largo amount. 'J'ho gross levy is equal to tbfi net addition to th(' 
wages bill where the demand curve for labour has the form of a reeianguhu 
hyperbola. These relations arc ea-sily displayed on a diagram. The reason why 
the net levy on non-wage -earners, which is required to sot a given number ol 
men to work, is larger when tJjo Govc’rninent devotes this levy to making roads 
or other public works than in my other coses is, of course, that in this case the 
levy }ia.s to cover, not oiily the exc(}s.s of the wages bill of the ncAV work*i)eoph' 
over the value of their work, hut also this value itself — which the Govormiu id 
retains in its own hands. 
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of employment, in this indirect way, through the collection of the 
levy R, is bound for the first year or two to be very small; 
though, if the levy policy is continued and other things remain 
the same, it will be liable to grow in a cumulative manner. 
Attention may, therefore, bo concentrated on the number thrown 
out by the direct process described above. 

We have then the equation x = (^(R) — -( U - ^ j. If <^(]l) ~ 


//iR, this reduces to x — R 


I 


7/1 

C 

^ - -■!' 

c h 


Sup 2 )ose, for illustration. 


that " — j and ? == 
r 4 h 2 


I’hen, ill the case where nt --- I, x -- ‘01 : 

where m - 2, a* ~ 2R : and similar (wilcuhdions can bo made 
when any givxn values arc assigned to c, h and w. It will be 
noticed that, for sonic values, x is greater than //dl. The results 
attained arc subject to the conditions (1) that the policy under 
review is practised for a short pcrio<l only, and (2) that the rate 
of real wages is not raised above the original one bushel of w lieat 
j)or week. 

§ 12. Before passing on to the second half of Mr. llawtrey’s 
thesis, i venture to interpolate yet another consideration, which, 
while it lies outside his diseussion, is nevertheless relevant to 
the first half of it. If h\l) be a function of time (/). the condition 


to make 




constant is that 


h0t) 


That is to sav. if 


m F(o''no* 

the daily proportional increase in a .stock of things is to be con- 
stant, the daily proportional increase in the new production of 
those things must also be constant. If the iiereeiitage rate of 
increase of the stoclv is growing, the percentage rate of increase 
in new production mu.st lx* greater tlian tlu* pe/’centage rate of 
increase in the stock: and in the converse ease less.^ Let us 
suppose that, roughly speaking, the How of eoiisumable goods 
produced with the help of machinery varies directly with the 
stock of machinery. It follows that, other tilings being equal, 
so long as wealth and productive power arc increasing in a coii- 
staut geometrical proportion, the ratio of the numbers of people 
employed in instrumental industries and in industries making 
non-durablc consumption goods will remain the same ; but that 


^ My equation for simplicity as.siiincs that the stocked things last for ever. 
It is easy to show that the sumo result holds good if either tliey last ter n dehiiite 
nurnbor of days or if n detiiiito proportion of those in existence disappears every 
day. 
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ill periods when the proportional rate of progress is being 
accelerated there will be a relative boom, and in periods when it 
is being retarded a relative slump in the instrumental industries. 
Since, therefore, work-people are not very mobile between 
instrumental industries and industries that make non-durablo 
consumption goods, there is a prlma facie case for the Govern- 
ment’s allocating its own constructional work, which is not con- 
cerned with nou-durablc consumption goods, so far as is feasible, 
to periods in wliicli the proportional rate of progress is retarded. 
There is, of course, nothing novel about this practical conclusion. 
But the analysis behind it is, I think, interesting ; for the inter- 
relation between stocks and flows is fundamental in several 
large problems, including, among others, the central problem of 
money and prices. 

§ 13. 1 now turn to the second half of 'Mr. Ilawtroy’s main 
thesis. Had the first half been successfully established, he would 
have proved that A^ariations in the A^olumo of credit, other tlian 
such as serve to cancel variations in the velocity of monetary 
circulation, are a comlllloit of the trade cycle. But he 

would not by any means have proved, ewn if we waive the j)oint. 
about velocity, that the trade eyele is a j)iirely monetary pheno- 
menon. For the movement of credit may be merely a nu'chanism 
or channel through which genuine causes, f.r/. swings of business 
opinion between optimism and pessimism and so forth, exorcist^ 
their influence. 1’hus the movements of golf-clubs are a necessary 
condition for playing golf : if tb(*ro were no golf -clubs tlu're ’would 
be no game. But this does not proven tliat a round of golf 
purely a clulj-inakcr’s pliciiom(*uon, so tJiat no urgency on the part 
of golf-players’ wives could in any degree modify the period of 
their rounds. To establish this Mr. llaAvtrcy needs a further 
proposition, namely, that a golf-club, once created, possesses in 
itself an internal rhythm, tJirough AvJiich it impels its posscs.>or 
from tco to tcc with a defined frequency. In loss frivolous 
language, he needs to show that any small accidental change may 
start an expansion in the volume of credit ; and that this, once 
started, “grows, and will continue to grow, till the banks take activf^ 
steps to stop it. Under the conditions we have assumed they 
do not take these steps until the reserve position is affected, and 
by the time that occurs, the movement will have gathered con- 
siderable momentum. The process of checking and reversing 
this momentum will be a fairly protracted one ” (p. 97). lu other 
words, the rhythm through which the volume of credit moves, 
and on which the as.sociated movement of industrial activity 
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directly depends, is a rhythm inherent in the structure of the 
banking and credit organisation. It is thus independent of the 
play of non-monctary circumstances, whether variations in the 
temper of business men, Government policy, or anything else 
whatever. If this could be established it would follow, not 
merely that these things cannot operate on the trade cycle other- 
wise than through variations in the volume of credit, but that 
they cannot operate on it at all. 

§ 14. Now, in order to warrant such a statement as that the 
trade cycle is a purely monetary phenomenon, Mr. Hawtrey 
clearly ought to maintain some such proposition as that just 
set out. In some passages he seems to do this; to hold that, 
once a credit movement has been started by some small fortuitous 
event (p. 98), the whole of what happens subsequently is deter- 
mined by the internal stresses of tlie banking system, independ- 
ently of what the rest of the community may do. Other passages, 
however, give a different impression. '■ I raders’ expectations, 
whether erroneous or correct, form one (‘lement in the problem 
of tlie n'gulation of credit. Hut under pre-war conditions the 
regulation of credit was guided l)y the state of the gold reserves. 
If ti’aders’ ex])ectations were of a kind to support and assist the 
action of the hanks in encouraging or discouraging borrowers, 
they facilitated llieir task. But. if traders’ expectations tended 
ill the contrary direction, tlie bankers could not surrender their 
])oli(;v. 'bh(‘y W(‘rc liound to take whatever measures were 
necessary to make it ])reyail. ... If merchants refused to be 
infliKMic'cd in any way by expectathms as to the future state of 
markets, the ps^'ohological factor wouhl drop out, but the credit 
cycle w^ould persist. Borrowers would respond to the rate of 
interest, and the volume of sales would respond to the volume 
of borrowing. Therefore business p.syehology. though in practice 
a very important factor in the trade cveh*, is not essential to it 
(pp. lOO-l). This passage may be interpreted to mean that the 
state of business ]>syehology makes no real difference to the 
process of the trade cycle; bankers’ (‘tlorts to assert their policy 
being so adjusted to the movements of business psychology that, 
whatever these are, the net effect of bankers’ efforts and business 
])sycholog\'’ combined remains the same. In the last essay of his 
hook, however, iMr. Ilawircy rejects this interpretation and falls 
into lino with more ordinary views. If the monetary theory 
of tho trade cycle traces tho period to the rate of progress of 
credit movements in tJieir effects upon tho gold reserves, that 
(loos not mean that tliis rate of pn^gross is not itself effected 
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by non-monetary causes’* (p. 176). This at last is perfectly 
explicit. 

§ 15. Now nobody has ever doubted that under a gold 
standard an expansion in the volume of credit sets up a drain on 
the gold reserves; that tlic banking system cannot with safety 
allow this drain to go too far ; and that the steps which it normally 
takes to protect its reserves tend also after a time to make the 
volume of credit contract. The structure of the banking system 
thus plays a very important part in determining alike tlic range 
and the duration of the swings which the volume of credit under- 
goes. But it does not — this is the “ orthodox ” view — play 
an exclusive part. When an upward movement begins, the 
rate at whicli the volume of credit expands is greater or loss 
according as business men and (or) tlie Government are more or 
less keen to borrow money to extend thenr enterprises. The 
keener they are, the more cpiickly the moment arrives at which 
the banking system must take action to protect its reserves. 
Th^' range and the dui'alion of the movement de2)end in ])art 
upon the requirements of the banks* customers. In short, the 
banking system is not a penny-in-thc-slot miisi(‘al instrument : 
drojj in a penny and a predetermined tune of credit is jdayed. It is 
rather an elastic and resilient structure, whoso processes an* 
the joint product of its own nature and of the forces which from 
time to time are impivssed upon it. .Mr. Hawtrey in the end 
seems to accept this view. But, in doing so, he depriv(‘s his 
thesis, that the trade cycle is purely a monetary idumomenon. 
of all significant ceiilent. lie explicitly rc(;ognises that non- 
monetary factors modify tiio cycle, lie realises that th(? jmni}- 
in-the-slot theory is indefensible; but does not a])parcntly realise 
that, with its disappearan(;e, the challenging paradox whieh 
has undertaken to defend is left unsupportc'd in the air. 

§ 10. In the foregoing paragra})}is I liavo endeavoured to 
express the reasons for my dissent from .Air. Hawtrev’s main 
theses in a jTOcise and clcar-cut way. What T have written is an 
argument: it is in no sense a review of his book. If it were, 
there would be much to say in praise of the latest w^ork of a most 
ingenious and subtle writer. But Mr. Hawtrey is too well know n 
to students of money and banking for that to be necessary, 
and he himself w^oidd greatly prefer discussion to compliment. 
Controversy for its owm sake is as barren as it is boring. But 
controversy whose objective is what should be thought, not what 
may he said, is sometimes a midwife of truth. 


A, C. PiGOU 



THE THEORY OF INTERNATIONAL TRADE 
RECONSIDERED 

The purpose of this paper is to oflVr some eriticism of the 
English classical theory of international trade and to suggest 
some other lines of analysis. That theory has always rested 
mainly upon the distinction made hy Ricardo between external 
and internal mobility of economic faetois. Tt abstracts too, for 
simplicity's sake, from cost of transport. Tjcss obviously, 
perhaps, it assumes for each trading country fixed quantums of 
productive factors, already cxistt^nt and cm[)loycd, and asks how, 
subject to the assumptions, these may he most efi’ectively applied 
under conditions of international trade. ^ On this foundation it 
builds its famous doctrines of comparative cost and reciprocal 
demand, working, in a money (economy, through the medium of 
international gold flow, and expressing themselves in unequal 
divisions of benefit from international trade, as dis])laycd by 
])ersisting income and ]>rice dillerences between the trading 
countries. 

ify present concern is not primarily with the correctness of 
this analysis, tak(‘n on its own ground, but with the limitations 
which its premises have impos(Ml \ip()n it. It is one (piestion 
whether these conchwions follow h)a'ically fuan these premises.- 

* Soo os[K’r'ijilly Srliiillor, tSchutiz*)!! unti rfrihnuthl (ia(l."i), (’Imp. 11. 

- rrof('S.sor 'raiissi^^’s iu*w l»ook, lnh rnotional (iDl’T). is our most com- 

statoiiioiit of t.h(* classical 1 hcorv of intenuU ional (rado ; it aims particularly 
at voriticatioii of theory, esprciallv of the analysis of the mechanism of trade 
adjiistinent und(‘r eoiiditions of jiold standard and incoiuertihlo pa]HT; to ihis 
end it reviews the studies in vorifieation maile hy his former students and presents 
the results of Ids own roeent inve.'<ti!»ations. Kdgeworth, thoufili fundanieiitally 
in figreomont witli the classieal analysis, offered Kecui eritieism on particular 
l)oints of doetiine. Marshall aecepted without reservation tJie assumptions, hut 
pointed out that comparative costs are .subject to change under the play of 
roeiproeal demand {.Uo/jev, ('vuVit and ('(nnnirrct\ Apiaaidix .1 ), F. D. Graham 
lias made the same j)oint iiidepc'iidently and in more detail (Quarterly Journal o] 
Kconomk'i*, Xovemhor 1923). K. S. Mason {Quartirhj Journal nj Kvonomka, 
November 1920) cites tlio economists’ (partienlarly Marshall’s) re< ogi\Uion of the 
facts of industrial and oecupatioiial friction and of the variation of productive 
factors, and contrasts their rejection on tliese gnamds of labour cost doctrine in 
domestic value theory witli f Jieir accept aiie(> of it in international value theory. 

On assumptions essoiitially the .same as the classical, Hortil Ohlin (University 
of Coponhagon), in a book to Im) published in the Harvard Keoiioinic Studies, 
rejocts comparative costs and presents an analysis in terms of the principle of 
variable proportions. Coiumont on this analysis, \vhii.h 1 hail opportunity to 
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It is a more important question whether these are the premises 
best calculated to illuminate the subject-matter. The classical 
theory assumes as fixed, for purposes of the reasoning, the very 
things which, in my view, should be the chief objects of study if 
what we wish to know is the effects and causes of international 
trade, so broadly regarded that nothing of importance in the 
facts shall fail to find its i)Iaco in the analysis. 

It is the writer’s view : 

(1) that the premises arc inaccurate in sufficient degree 
to raise serious question of the soundness of the theory, or 
at least of tlie range of its useful apiilication to the trade of 
the world ; 

(2) that the relation of international trade to the develop- 
ment of now resources and productive forces is a more 
significant part of the explanation of the present status of 
nations, of incomes, prices, well-being, than is the cross- 
section value analysis of the classical economists, with its 
assumption of given qiiantums of productive factors, already 
existent and employed; 

(3) that the international movement of productive factors 
has significance relative to coin])arativo jirices, incomes, 
positions of nations, at least equal to that of the trade in 
goods, and that the study of these movements tends to be 
minimised in a tlioory which abstracts from them as miu h 
as possible, and for the strictly logical siqiport of its con- 
clusions should abstract from them entire!}'; even to-day, in 
most treatments of international trade theory, capital mov(j- 
inents are discussed mainly in connection with the balancing 
of payments, being limited to tlieir currency (“ purcliasing 
power” or “substitutes for gold flow”) functions in enu- 
nection with trade adjustment mechanism, and arc not 


(lisouss in detail with Professor Oliliii during Ids visit to Ifarvarfl in 1023 4, 
await tho appearanco of tho book. C'liifo Leslie nccepic'd the fact of inipcitcci 
mobility of productive factors, but would ai)ply it to both international and 
domestic trade. French and CJerman writers, Huch ria Cournot, Xogaro, List, 
Schuller, have exhibited a marked unwillingness to accept oitber the promises or 
tho conclusions of the classical theory. 

Since I am not hero primarily concerned witli tho mochanism of trade 
adjustment, it is uniicce3.sury to discuss tho recent li tcraturo of that Bubjeef, 
which contains siicli outstanding studies ns Vinrr’s Cnnadn's Balance oj Inter- 
nalio/uil I ndcbtcdncfiJtf wliich presents a view sympathetic to tlio classical oxplaiia* 
tions of tho trade udjustinont rnoclianisin, tliougli tho facts presented seem to me 
loss corroborative than tho author fools them to bo ; and Angoll’s The Theory of 
International Prices, which inoludos an mlinirablo summary of tho literature unci 
current views. 
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discussed as transfers of productive power; and inter- 
national movements of labour are scarcely discussed at all ; 

(4) that international trade in goods, cost of transport, 
and mobility of economic factors— externally and internally 
— continually react upon each other; and by investigating 
these interactions— in this actual, growing, changing world 
— we may hope to throw light upon the causes and effects of 
international economic contacts, — upon market and pro- 
ductive organisation, upon prices and ])ricc processes, upon 
incomes and general wel]-))oing, and finally upon the wisdom 
or unwisdom of international commercial, financial and 
labour policies. 

I 

Viewed from this stand])oint, the question whether we have, 
have over had, or are ever likely to have the same mobility of 
factors between as within trading co\uilries ceases to be the 
question on which the entire analysis must turn, and takes its 
proper place as one, only, among a miml;er. In discussions of 
this sort the point most often made is that the persistent difler- 
encos of incomes and prices in different countries — higher in the 
United States than in Kngland, higlun' there than in Italy, higher 
there than in (hina— is striking proof of tlie international 
immobility of ])roductivo factors, and therefore of the correctness 
and ade(inacy of the rhissicid theory of international trade. This 
remark is often regarded, indecnl, as a signal to adjourn the 
discussion ; nothing more remains to b(‘ said. T hasten, therefore, 
to disclaim intention to dis])rove so familiar a fact, though I shall 
have more to say about it at a- lator place. 

Indeed, it is not Ricardo’s inunohilify prmnise that stands 
most in need of defence, but rather Ids mobHity })rcmiso, the 
assumcvl free movement of factors ivithin counlries. rerlia])s no 
reminder is necessary that this assum])linn, no less than the 
other, is csscniial for tlio validity of the coinparative cost prin- 
ciple. Ragehot, in tlio Postidatcs^ discussed in penetrating fashion 
the relativity of economic concepts, s(‘t forth the conditions 
necessary for free domestic movement of factors, and concluded 
that Vtaluc theories ba.sod on this hypothesis could not apply to 
any country in the world prior to tlic Riiglish classical period 
itself, and then only to the conditions of the large commerce ” 
upon which England, in advance of other countries, was embarked. 
Indeed, lip to the middle of the eighteenth century, at least, the 
only “ largo commerce ** had been international; nor is it mere 
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coincidence that productive factors appear then to have moved 
more freely between countries than within them. 

One wonders, moreover, how correct this particular assumption 
was for the Ricardians' own time, or oven later. International 
friction in the movement of capital and labour there doubtless 
has been, and international differences of incomes and prices. 
As Professor Taussig has recently said : “ The same phenomenon, 
less striking as regards the differences in real and money wages 
(than those between England and India), but more striking as 
regards the closeness of the contact., appears on a comparison 
between Great Britain and continental Europe ... in the latter 
half of the nineteenth century. . . . The Anglo-French treaty of 
1800 led to a . . . range of import duties so low that it could 
have been no appreciable factor in maintaining differences in 
wages and prices. Yet these differences persisted.” ^ But there 
is abundant evidence that sucli differences have ])ersisted also 
within the trading countries. This was a phenomenon which 
especially interested Gliffe Leslie, who found within England, 
Fnjice, Belgium, Germany local diversities of all sorts, sonu^ 
which had persisted for centuries and some whi(di were tlio 
product of the new nineteenth-century economic activity, in 
which foreign trade played a major part. In agricultural wages 
the diversities were “prodigious.” “The real movement of 
agricultural wage's throughout Euro[)o will be soon to 1)0 in striking 
contradiction to generalisations, such as the tendency of wages 
to equality, which have passcfl with a certain school of English 
economists for economic laws : . . . generalisations, one may 
add, which were once useful and meritorious as first attempts to 
discover causes and scfpuiiico among economic phenomena, l)ii( 
which have long since ceased to afford either light or fruit, and 
become part of the solemn humbug of S^cojiomic orthodoxy.’ - 

On the other hand, Brassey, the railway contractor, found the 
price of labour of equal efficiency in railway construction (which 
involved international migration of labour and capital) ncajiy 
on a level throughout the railway building countries, and was led 
to wonder whether labour did not move more readily from 
country to country in the same employment than from occupation 
to occupation at home (another tempting generalisation, 
dangerous perhaps as the one it attempts to supplant). It 
unnecessary to offer elaborate proof of the existence of much 

' Internatiomd Trader Part If, Verification, p. 154. 

* Cliffo Lcalir-, “ The Movements of Agricultural Wages in Kiirope ’* ; ICusoy-'t* 
2n<l oaUion, 1888, ]>. IHO. 
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local and sectional difference of prices and incomes in Euroj^e. 
Any casual American tourist, without getting far off the beaten 
track, soon becomes aware of the striking diversity of economic 
conditions, of prices and incomes, even as between near-by places, 
in any of the European countries. Even for England one has 
only to compare the north with the south, the oast coast with the 
west, or the Scottish Lowlands with the Highlands, though in 
each case distances by rail or road are short. 

The United States presents, in comparison, a case of high 
internal mobility, one reason for wdiich 1 believe to be the rela- 
tively greater importance (and greater freedom from restriction) 
of the domestic market than the foreign, and the consequently 
greater growth of and closer connections between trade, trans- 
portation and movements of productive factors. Yet even here 
w^o arc far from realising an a])proxiinate equality of cither wages 
or prices, or return to capital, as between different parts of the 
country. In fact, the marked heterogeneity of economic con- 
ditions, of stages of economic development, of point of view', the 
diversity of ei onomie interests, the ‘‘ sectionalism ” of the 
United States arc quite as familiar, and have proved almost as 
significant in economic and political ways, as has the ])henomenon 
of a large, highly-organised, competitive home market, with 
comparatively higli intt*rnal mohility of goods and productive 
factors w'hudi that condition signifies. These two sets of facts 
doubtless account for tlic confusing statements made by the 
same writers, though not in juxta])osition : first, that the trade 
lietwceu our east, south and west closely resembles international 
trade; and second, that lh(‘, high mobility of economic factors 
within the United States is a striking ])roof of the validity of 
the Iticardian theory of international trade and the premises on 
which it rests. That there are great disparities of incomes and 
prices betw’ceu north, south and west is familiar observation. 
All obvious ease in ])oint is that of white* textile workers in the 
('aroJinas and Massachusetts. A bulletin of the U.S. Bureau of 
Labor, July 1907, gives conqiarisons of wages in some fifty 
occupations in iOOO for the North Atlantic, South Atlantic, North 
Central, South Central and Western States ; and compares w\ages 
in tw^olvo leading occupations in the United States and European 
countries. Wages in the north, south and west differ strikingly 
in all occupations covered. The nearest approach to equality is 
between North Atlantic and North Central States, but even here 
the discrepancies run to as high as 40 per cent., and arc distinctly 
greater than those shown for Germany and France. Shadwell, 
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in Industrial Efficiency (1906), concluded that in general German 
wages were about four-fifths and American wages seven-fifths of 
English wages; but the American data cited show that for 
blacksmiths western wages were 1*44 of southern, bricklayers’ 
wages 1*46, carpenters’ 1*44, painters’ 1*47, plumbers’ 1*57, 
linotype operators* 1*36, street labourers’ 1*64. It is true there 
are explanations of these dilTcrences, siieli as “ poor white ” and 
negro labour in the south, concentration of immigrant labour in 
the north-east, and priiunpally, I sus])eet, the unequal economic 
development of tlie several regions. But tJieso explanations do 
not help the case, since they lie quite outside the assumptions of 
the classical theory. Indeed, as to immigrant labour, it is a 
noteworthy fact that its students emphasise both its enormous 
inflow from abroad (leading finally to restriction) and its very 
imperfect, un-“ free ” internal distribution; and some go so far 
as to assert that the immigration problem is primarily that of 
more effective distribution of the now labour rather than its 
exclusion. In any case, both aspects of the problem run singu- 
larly counter to the classical assum])tions. 

But of course the whole problem of g(?ographic mobility in 
relation to the comparative cost ])rin{*iple is eomplicat('d si ill 
further by the facts of industrial and occuj)al ional fjiotion within 
countries. Professor Taussig devotes a chapter of his recojii 
book, International Trade, to the diHiculties whitdi “ non-com- 
peting groups ” raise for the Bicardian analysis : Are we to 

conclude that the more sim])lo analysis with which we started, 
resting on the assumptions of homogeneity in labour groups and 
uniformity in wages, become quite inapplicable where there arc 
heterogeneous social and industrial coiiflitions and wide diver 
sities of wages in any one country ? The answer depends not 
much on the existence of non-comi)eting groups in the several 
countries as on the similarity or dissimilarity of their mako-uf). 

. . . If tile groups are in the same relative positiojis in tin* 
exchanging countries as regards wages if tlui hierarchy, so to 

speak, is arranged on the same plan in each trade takes place 

exactly as if it were governed by the strict and simple princijile of 
comparative costs. . . . Now, in the Occidental countries— tliose 
of advanced civilisation in the W^estern world— as a rule t/ie 
stratification of industrial groups proceeds on the same lines.” ^ 
If one accepts this generalisation for the advanced Western 
world (though perhaps all would agree tliat it raises just the sort 
of question on wliieh economists dosii'o more knowledge than is 
^ Tfiiisnig, International Trader Chap. Vf, pp. 4S, 55, 50. 
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now available), it apparently has the effect of limiting the 
application of the comparative cost principle to the industrial 
countries of the West, and excluding not only Asia, Africa, South 
America, but also Russia, most of the Mediterranean countries, 
and some at least of the Scandinavian ; and Professor Taussig’s 
analysis would suggest exclusion of the German chemical industry 
before the war, as resting on special cheapness and abundance of 
chemists and their assistants, and of some American industries in 
so far as ibey have benefited peculiarly from the use of cheap, 
unskilled immigrant la]jo\ir, or “ poor whites ” in the south (not 
to mention the lu^groes) — industries of the southern states, the 
steel industry and the textile industries in the north. England’s 
‘‘ parasitic trades,” i)roducts of slum lal)Our or other specially 
low-paid labour, would doubtless comprise another list of cxcej)- 
tions. As to Amtu’icaii immigrant labour, it is important once 
again to observe external mobility of labour Y)roducing internal 
immobility.^ 

The expression “advanced countries” suggests .another 
major limitation upon the classical theory. Its premises do not, 
apparently, apply to tlie com])arative inlernal and extorn.al 
geographic mobility of ])roductivc factors in countries of unecpial 
economic advanoemeTit. Inferior organisation of capital and 
labour in the more backward country, inferior domestic banking, 
iiifcjior internal means of communication, inferior perception of 
economic opportunity — these are obstacles to free movement 
which far outweigh those commonly cited as impediments to the 
movement of factors from the more advanced countries. The 
movement of capital, and to a le.ss degree of labour, is therefore 
likely to be more free from a more advanced to a less advanced 
country than is the internal mobility of factors in the latter. 
This is part of the explanation of great cosmopolitan sea-coast 
cities, f(wcign trading centres, nearer to Europe in their economic 
and cultural contacts and characteristics than to their oavii 
interiors, and reij'ing upon Europe for linance, transport and 

' Ware, Tha American Foreign-horn Worker.'< (p. 10), gives tho following 
j)ercoutugC8 of foreign-born workers in American basic iuduatries : 


Iron and Stool . . . . .68 

Bituminous Coal . . . . .02 

Slaughtoring and Meat Faetory . .61 

VVooilon and Worsted . . . .62 

Cotton Goods . . • • .62 

Clothing 69 

Leather 67 

Furniture , . . . • ,59 

Oil Refining 67 
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management; of the presence of large-scale foreign enterprise, 
mainly in the extractive industries ; of the existence of problems 
of immigration or emigration, in countries and continents other- 
wise comparatively primitive, “ prc-economic/’ to use Bagehot’s 
phrase. 

Even for the advanced countries the facts remain complex 
and generalisations about them not unfra light with some danger. 
This group contains some young countries and some old ones. 
As already stated, it contains countries which differ widely in 
their internal geographic mobility. It contains countries of 
essentially small unit enterprise and others of large-scale industry ; 
countries which differ widely in productive technique, in tJic 
proportion of capital goods ajiplied to land and labour, even in 
enterprises of similar sort. It contains countries which have 
pursued a policy of self-suniciency and others which have sought 
the widest iiossiblc development of international economic 
relations. It contains countries which have exhibited markedly 
varying degrees of liberality and conservatism as to im})ort duties, 
a jircumstance which would itself account in part for inter- 
national differences of prices and incomes. It contains countries, 
like the United States, as yet comparatively inexperienced in the 
export of capital, in which foreign bond issues must bear yields 
distinctly higher than domestic; and others, liJ<e England before 
the war, which have specialised in international finance, with 
effective marketing machinery, special knowledge of foreign 
countries to offset risks of distance, ignorance and inertia, the 
major part of whose organised distribution of new annual capital 
is extenial rather than domestic, and which enjoy in consequciuie 
special economics of large-scale enterprise in capital exportation 
compared with domestic distribution. One is reminded of Bagtv 
hot’s cosmopolitan loan fund an<l his prediction that the econom- 
ists’ distinction between internal and external mobility of capita! 
would be found to rest on no enduring foundation. That sonic 
capital is internationalised and moves freely from country to 
country in response to slight changes in laices, exchange rales, 
or interest rates is evidenced by the wide recognition of security 
movements, of both long and short term, as a substitute for, and 
preventive of, international gold flow'.^ 

Whether for countries so diverse one can make any assump- 
tions, applicable to all, regarding conijiarativo mobility of 
economic factors is a question not easily answered. One cannot 

^ I must add, though space forbids discussion, that I am not content with 
the gold flow explanation of trade adjustment, even when thus qualified. 
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say, for example, whether capital moves more freely within such 
countries than between them (with sufficiently greater freedom, 
that is to say, to constitute a difference in kind for the purposes 
of value analysis) until one has considered also the nature and 
importance of industrial and other barriers to its free internal 
movement. That an entrepreneur is frequently apt to think in 
terms of his industry rather than of political geography was 
observed by List, and also by Adam Smith. It is increasingly 
true as industry and trade have become larger in scale. Oil, 
copper, gold, steel, textiles, rubber, chemicals, automobiles, 
telephone and telegraph, electric power, agricultural machinery, 
the match industry provide an impressive and ever-increasing 
array of basic industries vhicli liave expanded in disregard of 
political frontiers. They represent in some cases the ])rojection 
by one country into others of its capital, tcchnicpie, special know- 
ledge along the lines of an industry and its market, as against the 
obvious alternative of homo employment in other lines. They 
represent, in other cases, an international assembling of capital 
and management for world enterprises ramifying into many 
countries.^ They suggest very strikingly an organic intcr- 
eonnection of international trade, movement of productive 
factors, trans])ort and market organisation. 

Logically follow'od through the classical doctrine of inter- 
national trade contradicts itself ; its conclusions contradict its 
premises. It is a theory of benefits from territorial division of 
labour. If, before trade, England and Portugal produce cotton 
cloth and wine, after trade is opened England will produce cloth 
for both and Portugal wine. I'liis means national specialisation 
for the wider market. Specialisation is thus the characteristic 
feature and the root idea of international trade. But special- 
isation is the antithesis of mobility, in this case of domestic 
movement of productive factors. The point may be illustrated 
with the aid of ^Mill’s famous objection to Adam Smith’s “ vent 
for surplus ” priiiciidc of foreign trade, which he characterised 
as a ‘‘ surviving relic of the Mercantile Theory ” : 

‘‘The expression, surplus produce, seems to imply that a 
country is under some kind of obligation of producing the corn 
or cloth wiiich it exports ; so that the portion wiiich it does not 
itself consume, if not wanted and consumed elsewhere, w'ould 
either be produced in sheer waste, or, if it were not produced, the 
corresponding portion of capital would remain idle, and the mass 

^ They ropro.sout, in aoino coses, tlio response of indu.stries to tariffs oiul 
p.itont law.s, providing; one class of caso-s in iinpodimonts to tlio flow of 

good.s, produce a flow of productive faotors. 
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of productions in tho country would be diminishod by so much. 
Either of these suppositions is erroneous. ... If prevented from 
exporting this surplus it would cease to i)roduco it, and would 
no longer import anything, being unable to give an equivalent ; 
but the labour and capital which had been, employed in producing 
with a view to exportation would find employment in producing 
those desirable objects brought from abroad ; or . . . substitutes 
for them. . . . And capital would just as much bo replaced, with 
the ordinary jDrofit from the returns, as it was when employed 
in producing for the foreign market.’* ^ 

It is to be doubted whether Mill to-da}", or indeed the Mill of 
his later years, the writer of the chapter on tlie “ Tendency of 
Profits to a Minimum,” would care to stand by this passage in 
reference to England. There is no mention of an alternative in 
capital and labour outflow, although the ]\Iill of the later chapter, 
not then concerned with Ricardo’s theory of international trade, 
was quick to see that j)ossibility and to assess its relation to Eng- 
land’s economic develoi)ment. England provides us to-day with 
th( best illustration of the ultimate logical effects of international 
trade upon national cconomki organisation. Tlirough special- 
isation in production for world markets, fostered by export of 
capital and labour from early colonial time's down to tho late war, 
and by a free trade policy, she has been able to concentrate 
capital and labour on a small amount of land in “ increasing 
return ” industries, and to buy the ])roducts of “ increasing cost ” 
industries from abroad. By such spoc ialisat ion she has achieved, 
of course, enormous advantages ol territorial division of labour; 
but in so doing she has no less clearly committed herself to a 
particular organisation of her j)roduc:tivc effort. International 
trade is her raison d'tire. If cut off from foreign markets, it is 
difficult to see how the labour and capital which had been 
employed in producing with a view to exportation would find 
employment in producing those desirable objects which werf) 
previously brought from abroad,” and this without loss of 
capital or profits. What IMill overlooked was the entire absence, 
under assumptions of predominant foreign trade, of comparable 
alternatives in purely domestic production ; for by the very fa(^t 
of specialisation for foreign trade such alternatives could not 
logically exist. He failed to sec, indeed, that but for special- 
isation in world trade such concentration of labour and capital 
on little land would not be possible. What is more significant, 
perhaps, he failed to seo the relation of international trade to 
^ Mill, Principlea, Book III, Chap. xvii. pp. 679-80. Ashloy od. 
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national economic dcvclojimcnt, spread over time. For him the 
problem was one of cross-section Vtalue analysis u])on particular 
assumptions about mobility of factors. He failed to see that 
England’s capital and labour were prodvcf.s (results) of inter- 
national trade itself, but for which they would not have existed in 
any comparable degree. Having been created })y international 
trade they stand committed to it, the only alternatives being, 

(1) a shift from some lines of international trade to others, 

(2) an international migration of productive factors, and (3) 
as a temporary stop-gap, support from tlio ])ublic revenues. 
Looked at from this standpoint, ^Mill’s piineiple ajipears less true 
and more naive than ‘‘ tlic surviving relic of the Mercantile 
Theory.” 


II 

The classical theory of international trade dates from the iirst 
half of the nineteenth century. Since some modern economists 
recognise the relativity of economic doctrines to the circumstances 
of their times, the theory of international trade is sometimes 
referred to (tliough sur])risingly little sucli comment has come 
from specialists in the literature of the subject) as sound for its 
time, sound in its fundamentals even yet, but iu need ])erhaps of 
some modification with the changing conditions of the world. 
To my own mind tiie main ass\nn])tions of the tlu*ory bear little 
(ividenee of careful ()l)s(‘rva1 ion of tlie t uirent and antecedent 
])henoniena of the times out of which the theory emerged. This 
fact should a])pear from a biief survey of the earlier history of 
Kiiglish foreign trade. 

In the Middle Ages and the early .Modern ])eriod. international 
trade was ])eeuliarly associated with ])rogress. t’ommimication 
was easiest 1)V water, and this fact found ex})ression in the ri>e 
successively of t^u^ Italian city states, tiu* Hanseatic League, 
Portugal, Spain and Holland. Progress iu iiuluslrial teolinkpie 
and market organisation was greater in international trade iiulus- 
tries than in the purely donu'stic.' The trade involved, too, a 
considerable international ditTusion of capital and ent(T])rise. at 
a time when internal mobility was slight indeed. Thus the 
merchants of the Italian city states and the Hanseatic League 

' “ If tho ])utting-out system in V'liglaiul on any PonsiUt'rablo .scnlo 

only in modorn times, this was beonuso of tlio relative backwardness of that 
eountry. A similar form of organisation had boon rommon in the media?val 
towns of tho Low Countries and Italy whieh inannfactured for t'xport.” M. M. 
I’^night, “ Kocent Literature on tho Origins of Modern Capitalism, ” Quarttrlif 
•founial of J£co}iomicif, May 1027, p. 524. 
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spread their capital, and thcnuselvcs resided, throughout Western 
Europe and the Levant. The Ijeaguc merchants promoted 
agriculture in Poland, sheep-rearing in England, iron production 
in Sweden, and general industry in Belgium.^ On the decline of 
the League its capital and its merchants emigrated to England 
and Holland. Adam Smith observed this fact, recognised the 
relation between international trade and cai)ital migration, and 
in that connection made his famous remark Jibout the mobility of 
merchants : “A merchant, it has been said, very properly, is not 
necessarily the citizen of any ])articular country. It is, in a great 
measure, indifferent to liim from what place he carries on his 
trade, and a very trilling disgust will make him remove his 
capital, and together witli it all the industry which it supports, 
from one country to another.’' - It was })artly by reason of this 
instability of mercantile and industrial ca])ital that Smith, who 
was a nationalist of nationalists, objected to the encouragement 
of international trade and indust ri(\s dependent thereon ; in a 
natural ” order capital would go first into agriculture at home 
ant' become iffanted in the soil : ‘‘ No j)art of it (ea])ital) can be 
said to belong to any |)a?licular eountry till it has been sj)road 
as it were over the face of the country, (‘itlier in buildings or in 
the lasting imi)rovoments of lands. No vestige now rcTnains of 
the vast wealth said to have been jiossessed by the greater ])art 
of the llanse towns.” 

International trade ])rior to the nineteenth (‘entnry strikingly 
displays a movement of the factors of j)roductioii niiderlying, 
rerpiisite to and ])rococding out of the anticipation of ])rofits to 
he made by international e.xt(‘n.sion of markets and raw matiu’ial 
resources. "rhor(> was general recognition among writers and 
statesmen, including Adam Smith, that the same ]>rotils inotivn 
tion which moved goods could move also tlie labour and capii :I 
requisite to })rodu(;c tliem (dlectividy. 'J’bc Whigs in the eigli- 
tceiith century, like the .Manchester School in the nineteenth, 
were inclined to disparage the inov(*mcnt . Like the distant tndc 
of the East India Company, the American trade seemed to divert 
labour and capital that could bo usefully employed on English 
soil, without conferring any com])ensating advantage. 1’his 
objection was slated and ciffectively answered by William Penn ^ 
and others who ililated on the superior advantages to capital and 
labour in the New World and the benefits to England of their 
transfer. "Fhe slave trade found favour with many because it 

^ List, National Sijsfrw of J^oliliral Kconomy^ Hook f, Cha)>. ii. I». 100. 

Wtallh of Nationns Look IJI, Chap. iv. 

The Be nr fit of PlanlationSf in Sdret Tracis relating to Coloniva (Brit. 

1020, c.lO). 
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would prevent the draining off of Englishmen and lessen the 
danger of establishment of competitive industry.^ 

In this field, as always, Adam >Smith was a close observer of 
facts. Though in his view home employment is nationally more 
advantageous than foreign, and in a “ natural ’’ order capital 
and labour will go first into home industry — capital export, 
equally with goods export, being in the nature of a surplus— he 
is careful at all times to say that domestic application of factors 
will be preferred only on “ equal or nearly equal profits.” Tf 
under natural conditions {i.e. in tin? ahsence of special mono- 
polies) the rate of profits were higher in foreign (colonial) trade, 
that would indicate the trade was understocked, productive 
factors would flow into it, costs of foreign goods would fall, to 
the benefit of home ])roduction and consum])tion, English exports 
would increase, and in this way the domestic application of 
labour and capital would be increased 

Mill was struck with the significance of the same s(»t of facts 
as Smith observed in the colonial trade : There is a class of 
trading and exporting communities on which a few words of 
explanation seem to be re([uircd. These are hardly to be looked 
on as countries, carrying on an exchange of commodities with 
other countries, but more j)roj)erly as outlying agricultural or 
manufacturing establishments })elonging to a larger community. 
Our West India colonies, for exam]de, cannot be regarded as 
countries with a productive capital of their own. If Manchester, 
instead of being where it is, were a rock in the North Sea (its 
])resent industry continuing) it would still be but a town of 
England, not a country trading with England: it would be 
merely, as now, a place where England finds it convenient to 
carry on her cotton manufacture. The West Indies, in like 

^ Tlio sliivt? was, of roiirst', quilo literally inttToational tradi' iti mon, 

ATI oxolian.w of int*n for p)ods; tht' inij^rntion of froo nion and of caj)ital wiis an 
osscntiftlly aimilar proct'-ss biisod on ossont tally similar motivation. J’resent and 
prospcctivo i^rofits from trade did not buy free mtm and translate them into the 
production which crcatc<l the jirotits, but it offered prospect of high wages and 
return to capital and iinlueed their iiioveinent . 

* Ni(‘hol.son cites Smith’s recognition of the inft'rnaticuial mobility of capital 
as ono of Ins .significant “ lost ideas ” : “ In what may he called the ])ure theory 
of foreign trade it is lussumed that between diffen'iit eeonoinie nations there i.s no 
mobility of capital or that the mobility is so innu rfcct that for theory it may he 
npglo(!tod, Adam fcjmith, on the other haiul, held the view confirined by 
exporioneo (and it may he said in harmony with the ‘ modern ’ prineijde of eon- 
tinuity) that foreign trade can only Ik* carried on by sending a certain amount of 
capital out of the country. . . . Those lost ideas have again btHni forced on the 
public attention by two significant fiwts : first, the enormous investments of 
British capital in foreign states ; and secondly, the inereasing tendency in recent 
years in the commercial poIi<y of other nations toward.^ the protection of native 
industries.” J. g. Nicholson, .1 Project of E/apirr, p. xiii. 
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manner, are the place where England finds it convenient to carry 
on the production of sugar, coffee and a few other tropical com- 
modities. All the capital employed is English capital; almost 
all the industry is carried on for English uses. . . . The trade 
with the West Indies is therefore hardly to be considered as 
external trade, but more resom])les the traffic ])ct\veen town and 
country, and is amenable to the principles of the home trade. 
The rate of profit in the colonies will be regulated by English 
profits : the expectation of ^U’olit must be about the same as in 
England, with the addition of com])ensation for tlie disadvantages 
attending the more distant and hazardous employment; and 
after allowance is made for those disadvantages, the value and 
price of West India produce in the English market must be 
regulated . . . like that on au}^ English commodity, by the cost 
of production.” ^ 

In attempting to ascertain the ])recise range of a[»plication 
of this suggestion of ]\Iiirs, so strikingly in contrast with his 
general theory of international trade, I find it a matter of the 
utmost difficulty where to draw the liiu\ Though he mentions 
several peculiarities of the ca.se of these coloni(\s, the decisive 
ones, clearly, are that Enghnid finds it convenient to produce 
certain goods tlicre (as is indeed true of all international trade), 
and that this convenience actuates the movement of English 
productive factors, tending to ])ro(hK‘e an c<juality <>f i)rolit 
“ after allowance i.s made for the disafivantnges ” of ilistance and 
risks. This a])plies certainly to very much of English trade iji 
the niiiete(‘iith century. On these pinvise ])rinci])les. Englaiul 
has found it convenient to produce w hc.it and misit (ami for that 
purpose to ex})ort ca]»ital) iu .\rg(‘iitina, gold and wool iu Aus- 
tralia, minerals and food products iu Africa, raw materials and 
foods in the rnited Slates and ( anada iliroiigh the greater ])<*rl 
of their liistory; nor Asas Jior ninetei'iitli ((‘ntury trader ANilli 
Western Euro]»c devoid of thc.se same characteristics, though 
there the goods trade and tlu^ movement of capital wen* not 
directly and obvhmsly lird^'d together. Once again avc find the 
suggestion that the same profits motivation tliat moves gnod.'^ 
tend.s to move factors of jirodiiction, and that foreign trade tends 
to produce an extension of productive factors over the expanding 
market area. It is true that this applies with special force to the 
development phase of international trade, and particularly to 
trade betAveen iinc(pially develo2)od areas ; but hoAV much of 
foreign trade, first and last, escaiws fnmi these limitations? it- 
is one rjuestion Avhether, under (conditions of an aj)proxiinjdcjv 
^ Book 111, Clmp. xxv. § 5, jip. 685-6. 
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uniform development of nations, the factors do not move more 
freely within than between them, and whetlier (which is a different 
and a more important question) we cannot for purposes of value 
theory abstract in our analysis of goods trade from the move- 
ments of factors whicdi do in fact occur under these conditions. 
But given a lack of uniform develo]:)ment, an \ineven world 
apportionment of capital and labour aufl managerial skill to land 
and to economic potentialities, and given an uneven development 
of communication, external and internal, tlie traditional “ ob- 
stacles ’’ to movement must ])e measured against the “ pull ” of 
economic incentive; if our interest in for(‘ig]i trade is to discover 
and assess wluit really happens, rather than what ought to 
happen under particular assum])tions. And the negative fact 
that even under these conditions incomes are not made uniform 
internationally is iK)t a suOicient excuse for avoidance of a more 
])Ositive analysis than the econoniisls have given us of the 
economic effects of tin; enormous ami increasing drift of capital 
and labour over the wmld's surface. 

To understand the; industrial revolution a siaise of continuity 
is indispensahh'. While it is never ])ossible to ascribe com})lcx 
(‘conomic changes lo simple or single ea\is(‘s, it is increasingly the 
view of the historians that tlie industrial revolution was primarily 
a phonomomai of expandijig markets. There followed a 
geogra])hieal and social, as well as an industrial, transformation 
of internal j)roductive effort. Industries moved to now sites, 
employees cried out against old legal and customary restraints, 
while lahourorssouglit to resist change and movement by invoking 
tliem, and economists (particularly the lesser lights, outdoing as 
always the creative think(*rs) set ftuth as infallihle and universal 
economic law new doctrines of ccontunic lil>crly which were, like 
all the other changes mentioned, the })roduct of the limes and 
circumstaiiccs. For ns, the tlieorclical (picstiim raised is as to 
the adcMpuicy of a method of analysis whicJi. taking a cross-section 
view in that luoment of time, to lit those conditions so created, 
assumes as a iirst fact national entities, economieally organised, 
internally inohilo and colicrcnt, and then attempts to study coii- 
lacts between them on the n,ssuin])tion that international mobility 
of factors is so im])crfect that for value purposes it may he 
ignored, liritish economic develo])ment to their time, including 
Ihe domestic economic organisation which they vore analysing, 
seems to suggest that tlie economists’ foreign trade assumptions 
ignored organic elements of the problem. 

John 11. Williams 


Harvard University. 



RICARDO ON MALTHUS 

Notes on Maltlius^ “ Principles of Political Economy^ By 
David Ricardo. Edited with an introduction and notes 
by Jacob H. Hollander and T. E. Gregory. (Johns 
Hopkins Press, Baltimore, and Humphrey Milford, Oxford 
University Press, London. 1028. pp. 304. 8vo. Cloth, 
22.9. M.) ' 

Ricardo’s grasp of an argument is so strong that every 
available writing of his will be read by admirers at least once, 
and, if the Notes recovered by Prof. Hollander in 1019 had 
not been published, there would have been a general regret for 
a possible loss. W'e have not so many minor writings of the 
economic fathers that we can say, as Hegel of Chrvsippus, 
‘‘ Thank heaven they have not survived.” The Notes of Malthus 
on Adam Smith are probably thos{» of the Inverarity lectures in 
the Marshall library at Cambridge. There may be correspondence 
between Ricardo and James Mill, a deshlmitum of Prof. Hollander 
(Iiitrod. to prc.sent vol. x). The Notes of Ricardo on »J. B. 
Say (Ric. to M,, p. 178) are still missing. The Notes of Ricardo 
on Malthus are now before us in the present book. 

The title in Ricardo’s clear hand is lithographed for us at the 
beginning of Prof. Gregory’s portion of the book : “ Notes on 
Mr. Malthus’ work, ‘ Principles of Political Economy, considered 
with a view to their practical apjdication.’ By David Ricardo.” 

Text and commentary are both of IS2D. The manuscript 
of the Notes seems to have been within reach of d. R. MacCkilloeh 
in 1840 when he brought Ri(*ardo\s Works tog(d.her into a book 
(see his Preface there), but it was not included ; and the Notes 
fell out of memory (Introd., x), with most things Ricardian, 
until what Ashley pleasantly called the rehabilitation of 
Ricardo,” forty years afterwards. There is a sign of intended 
publication in the jdiraso, ‘‘ I fear I am w(»arying the reaxler ” 
(Notes, p. 204; of. Introd., xciv). 

Gibbon says of one of his most admired authorities that 
“ his patience and surencss of foot can bo trusted to find the 
way on the most slippery heights.” The like praise must be 
given to the two editors of this book. It was difficult to cover 
the ground without ” cumbering ” it. Ricardo could not have 
fallen into better hands. 
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There was to have been a close partnership, in which the two 
professors were to have laboured in both sections together. The 
ocean foiled that excellent plan. We now have, instead of it, 
(1) an Introduction by Prof. Hollander, giving (a) the genesis 
of the Notes and (/>) the development of liicardo’s speculations 
carried on in face of his friend’s criticism (i to cvi). 

We have (2) the Notes themselves, with concise summaries, 
by Prof. Gregory, of the Malthusian text so annotated. The 
summaries are a great boon, for the Notes assume a knowledge 
of the text, quoting only enough for identification of the annotated 
passages. “ T have made notes,” Ricardo writes to Malthus, 
“on every passage in your book which I (iispute, and have 
supposed myself about publishing a now edition of your work, 
and at liberty to mark the passage with r(‘fercnce to a note at 
the bottom of the page. I have, in fact, quoted three or four 
words of a sentence, noting the page, and then added my com- 
ment ” (Introd., xvi; cf. xv). The atialysis made in the Intro- 
duction is full; but the reader who contents himself with it will 
miss sidelights on character and happy feats of expression. Even 
more than the Introduction, the Text of th(^ Notes alongside of 
the Summaries brings out th<‘ dilTerent intell(‘ctiial bent of the 
two men. Hecause ^^^a.ltlnls knew that both were sincerely 
seeking the truth, he wrote pathetically on Ricardo’s death : 
“ I cannot but think we sooner or later must have agreed ” (Ric. 
to M., p. 240). The personal equation cannot be completely 
conquered even by love of truth. It would rather appear that, 
in studies not admitting demonstration, truth is helped forward 
by something like the party-system in })olitics, differences bring- 
ing thorough dh'cussion and examination (cf. Introd., xi, top). 
There was in this case just enough agreement on general principles 
to make discussion profitable. The whole of the *' Notes " are 
one long illustration of the div(*rgence against which both 
struggled, and struggled in vain. The suec(‘ssive steps of it arc 
excellently brought out in the Introduction. For examph', we 
hear (xxxxvi) that, though Ricardo sucked no small advantage 
from Malthns on Rent (1815) and tlie Obsiu’vations on the Corn 
Laws (1814), lie was not Cfintent to receive a new idea, but was 
moved to lit it into a new economie system, which he proceeded 
to construct for himself, going on all the time farther and fartlier 
away from his friend. Witness his appeal to Malthus (1819) : 
“ I wish much to see a regular and connected statement of your 
opinions on what I deem the most difiicult and perhaps the most 
important topic of jiolitical economy, namely, the progress of a 
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country in wealth and the laws by which the increasing produce 
is distributed ” (Introd., xxxvii). The appeal may possibly 
have suggested the last chapter of MaJthus' Political Ecommy^ 
1820, 011 the Iinniediate Clauses of the Progress of Wealth. It 
certainly produced no agreement. To Malthus high rents 
remained the sign and symptom of a progressive society, to 
Ricardo high i)rorits (xxxix). We can detect reservations ; they 
would need to bo very large reservations indeed before we could 
accept either view in our own day. 

A few years afterwards (1823) “the most difficult question 
in Political Economy ” is not Progress or its laws, hut the Measure 
of Value (Ric. to M., p. 230). 'J'here is no great inconsistency. 
Like the squaring of the circle, the dis(;overy of the Measure of 
Value might he the hardest problem without lieing “ the most 
important.'* Prof. Hollander gives an adeipiato and tliereforc 
not a long consideration to it (xxii-xxxiv). Malthus, after 
taking a moan hetween corn and labour as his measure, came 
back to Adam Smith’s measure, “ labour commanded.’’ Ricardo 
resisted the temptations of .MacCulloeh and would not take 
labour expended (or cost in labour), towards which he had 
seemed to be drifting; he declared himself content with gold as 
a tolerable practical measure (xxxii). In his Economical and 
Secure Currency (Sect. II. 400, Mef -.’s od.) ho pushed aside what 
is now called an index-nninbcr and is our nearest approach to a 
Measure of Value. Statistically, thougli attempts had been 
made by Sliuckburgh-Evelyn and Wheatley, the times were 
not ripe for it. 

There is a masterly account of the controversy on Rent 
(xxxv-lxvii), in which Prof. HoJIarKlcr usefully incorporates the 
substance of an earlier investigation of liis own.^ Of the three 
chief differences biitween the two men, tlie first is in regard to 
Marginal Rent : “ As long as land of the next poorer quality to 
the poorest in use is freely available, there will be an extensive 
margin or no-rent land, and an intensive margin or a no-ronfc 
use of land ” (1). “ Differential costs in extensive cultivation, 
diminishing returns in intensive,” was becoming the accepted 
formula. 

It was argued by J. II. 8ay that the so-called no-rent margin 
of agricultural land really paid rent — rent for the uses other than 
agricultural. He was hard to convince (li) that there was such 
a thing as intensive use “ with a marginal increment of product 

^ Quarlerhj Journal of Economics, Vol, ix, lS05,pp. 175 svq . : The concept of 
Marginal Rent, 
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derived entirely from no-rent uses of land that the repeated 
‘‘doses/’ in James Mill’s phrase, would be applied beyond the 
point where they paid n3nt. Malthiis already adopted Say’s 
contention (liii) on the ground that “ uncultivated land ” in a 
civilised country ‘‘ always yields a rent in ])roportion to its 
natural power of feeding cattle or growing wood.” ^ John Mill 
wrote later (Pol. Econ., iii, vi, quoted in the Quarterly article 
on Marginal Rent, p. ITO): “When land capable of yielding 
rent in agriculture is applied to some other purpose, the rent 
which it would have yielded is an clenumt in the cost of pro- 
duction of the coniiuoflity which it is employed to produce ” ; 
and Jevotis even counts this the normal ease (Pol. Econ., 2nd ed., 
Prof., xlvii-xiviii, quoted ib.). Maltlius for his part in 1820 had 
given himself away : ‘‘ It will always answer to any farmer 
who can command ca pita! to lay it out on liis land, if the additional 
produce resulting from it will fully repay the profits of the stock, 
altliougJi it yields Jiothing to his landlord ” (p. 82). Ricardo 
quotes this in full, and adds with a ring of triumph : “ There 
may then be some additional produce which yields no rent to 
the landlord ” (]>. 82). What need wo any further w itness ! 

The second chief dispute concerned agricultural im])rovements. 
Ricardo had contrasted his general attitude with his friend’s in a 
letter of 1817 (quoted Iiitrod., Ixxxviii) : ‘‘ You always have in 
mind the immediate oifccts; I fix my wliole attention on the 
permanent state of things which will result from them.” But 
here, as Malthus complains in liis book of 1820, it was Ricardo 
who laid stress on the immediate elTei‘t of the improvements, 
namely, a tendmicy to lower rents. In the long run, botli agreed, 
the improvements create a chain of teiuleneies loading to a rise 
of rents (Iv,- Iviii, lix). Malthus, more favouring the landlords, 
rejoices in the eventual increase. Bicardo protests that he 
must not be set dowm as an enemy of the landlords (Ivii). He 
had pointed out their plight ; it was the common lot of man. 
“ Great improvements in any branch of })roduction arc in their 
first effects injurious to the class who are engaged in that branch ” 
(Notes, p. 51). It is the idea developed at large by Philip Wick- 
steed (Common Sense ^ 1910, pj). 351-4). “ Because it is my 

social function to supply the world as well as I can with a certain 
thing, I dread tlie world’s being so w'cll supplied wutli it that I 
shall be able to get little or nothing for supplying more.” (Z.c., 
p. 351.) 

^ For oilier reforencos to “ various uses ” soo 1, lii, 30, 32, 83, 85, 182. 

* There seems to bo an aoi'idontal transposition of names near the foot of 
Iv, reversing the rOles of the two men. 
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This touches the third of the really serious differences in 
regard to the landlords and rents. Malthus had tried to show that 
the interest of the landlords was that of the whole State ; but, 
to Ricardo, their interest, being sometimes for scarcity and 
against improvements, was “ opposed to that of the consumer and 
manufacturer ” (lx). The English landlords wanted to furnish 
our whole supply, while it might be our interest to use “ other 
machines,” get our food more cheaply, and have the more to 
spend on other things (Ixiv). 

After the theory of Rent conics the theory of Wages and Pro- 
fits, discussed at much less length (Ixvii-lxxv). What hindered 
agreement was in some degree Ricardo’s use of old terms in a 
new sense ; natural price is ‘‘ ivhat is necessary to supply con- 
stantly a given demand ” (Ixix) ; high wages are a high 'proportion 
of the produce as compared with the emj)loyer’s proportion; 
high profits likewise, mutatis mutandis (cf. Ixi). “Profits, in 
fact, depend on high or low wages and on nothing else ” (Ixxiii); 
always in this special sense of “ high ” ami “ low.” So Ricardo 
(Ixxviii, xeiv), with Say and James Hill, uses Distribution in 
what is now the common acceptation among economists, allot- 
ment among producers of their several shares in the product: 
Malthus clings to the older and looser sense of sharing amongst 
consumers generally. Neither Malthus nor Ricardo is blind to 
the rising standard of living ; but Malthus lays the greater stress 
on it. Even when wages are high, different results may follow 
— a rapid increase of population or a decided inijirovement of the 
mode of living ” (Ixvii). 

Incidentally wc hear of the influence of John Barton’s 
“Labouring Classes” (1817), Ricarclo Iccarning its lesson later 
than Malthus but more effectively (Ixx). Malthus was actually 
more on the sirlo of orthodoxy, if orthodoxy means the views of 
J. R. MacCulloch, w'liercas Ricardo writes : “ If capital is realised 
in machinery there will be little demand for an increased quantity 
of labour.” ^ Ricardo’s theory is summed up by Prof. Ilollandoi 
as follows (Ixxi) : “ In a progressive society the increase of income 
and the foregoing of expenditure result in tlic accumulation of 
capital. Such accumulation creates new demands for labour. 
The growth of population is thereby stimulated and the additioFial 
food requirement compels the cultivation or improvement of 
inferior lands. Profits wdll fall not only because of the increase 
in wages but, more important, because more labourers will bo em- 
ployed without affording a proportionate return of raw produc<‘.” 

* For Ills lator, inoro |>ronouiice<l viow, soo ll. to M., p. 184. 
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This is a good concise statement of the situation in 1820, 
hardly conceivable to Englishmen of 1929, when British agri- 
culture has little or no effect on general wages, and when the 
elasticity of the market of labour has given place to the rigidity 
of trades union rates. At that time we were told that to be 
arbiters of their own destiny the workers must keep the market 
understocked with labour (Ixxiv). At present, 1929, we have 
over a million unemployed without any reduction in the trade 
union rates of those already employed. 

Malthus did not prophes}'' these things, nor did Kicardo. 
But Prof. Hollander observes that Malthus foresaw “ an increase 
in the rate of profits in this country for twenty years together, 
at the beginning of the twentieth century, compared with the twenty 
years which are now coming on [1820-40], provided this near 
period were a period of profound tranquillity and peace and 
abundant capital, and the future period were a period in which 
capital was scanty in ])roportion to the demand for it enving to a 
irar, attended by i\\o circumstances of an increasing trade and 
an increasing demand for agricultural produce similar to those 
which was experienced from 1793 to 1H13 (Pol. Econ., p. 325, 
“.Notes," Ixxiv, 150). This evokes from Ricardo a note worth 
givijig in full : “ What a numl)er of conditions ! The only one 
of importance is the abundance or scarcity of capital compared 
with the demand for it, which is saying in other words that, if 
in the beginning of the twentieth century the comparative 
quantity of capital and labour should be such that the labourers 
should not be able to command so large a proportion of the produce 
obtained on the last land, profits will then be higher On thi»se 
conditions there is no denying the conclusion. Whether they 
will be so or not must depend on improvements in agriculture — 
or on the permission by law to import corn without restrictions 
from other countries (p. 150). 

“ Bcrliaps the most pro})hecy in the whole body 

of the classic economic literature," writes Prof. Hollander (Ixxiv) 
of that forecast of Malthus. Malthus has also uttered one of 
the most grievously mistaken prophecies on record (Hollander, 
p. xcvii), namely, the ruin of France from the compulsory division 
of property. Ricardo’s withers were un wrung : "I cannot 
participate with Mr. Malthus in his fears for the duration of a 
free government under such a system ” (xeix, 211, in reference 
to Pol, Econ., pp. 433-4). 

Confronted in England witli agricultural distress and un- 
profitable farming, Ricardo found the farmer s plight due to 
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bumper crops,*’ and his decline of profits normal and inevitable 
(Ixxv ; cf. civ, evi) ; Malthus found it unnecessary and remediable. 
Cobbett and Western blamed the currency, ‘‘ dear money.” 
Malthus, allowing that dear currency had injured agriculture (civ), 
thought that there was a remedy if we could increase the produce 
and the value of it together (Ixxvii-viii), the demand being 
as essential as the Rup})ly, and if to that end wo could always 
keep up a body of unproductive consumers to take off the produce. 
Ricardo considered that the demand could be taken for granted 
over the whole field, and agreed with James Mill and Say (which- 
ever comes first) that production creates its own market (Ixxxii) ; 
there could be bad adaptation of supply to demand in particular 
cases, but no universal glut. Ricardo, fond of superlatives, 
thinks the doctrine of Malthus about gluts “ the most important 
topic in his book ** (Ixxxv). 

The subject is worn thread I)aro ; and i(. is enough to say, first, 
that Prof. Hollander traces the history of the theory with patient 
lucidity; secondly, that recent discussions on the Unemployed 
h.<,ve sliown that there is still a use for the weapon wielded by 
James Mill and Say, and Ricardo after them ; thirdly, that the 
same necessity of equivalents figured and still figures in discussions 
on foreign trade. ‘‘ Extension of the market and free trade are 
two names for the same thing,” says Ricardo; ^‘abundance of 
commodities can never be otherwise than benofiiial.” To 
Malthus these arc “disastrous presents” unless accompanied 
with demand (xci). 

Foreign trade is discussed, from varioUvS angles, in the Intro- 
duction (xeix-evi). Maltlius thought it added to values and 
benefited chiefly the capitalist. Ricardo, in his own Polidral 
Econmtiy and Taxation (quoted Tntrod., c) says ; “ No extension 
of foreign trade will immediately increase the amount of value, 
in a country, although it will very powerfully eontributc to increase 
the mass of commodities, and therefore the sum of enjoyments.” 
The chief benefit is not the capitalist’s f)ut the consumer’s (ci). 

Hero comes in the old differeuee between “ long run ” and 
short view, where the opponents may be substantially at one ; 
but there remains tlie question of unproductive consumers - 
are they a blessing or not ? On this question no agreement was 
possible. Malthus thinks the body of unproductive consumers 
should vary in different countries and at different times according 
to powers of production (evii ; cf . J 32) — perhaps an obscure antici- 
pation of an ''optimum^ If a sponge could be applied to the 
National Debt, the nation, “instead of being enriched, would be 
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impoverished ” because of a shrinking in demand and consumption 
(cix). Peace had brought distress because of “ the diminution 
of the whole amount of consumption and demand.’’ England 
and America “ suffered the least by th(^ War, or rather were 
enric^hed by it, and tlicy are noAv suffering tlic most by the Peace,” 
wrote Malthus in 1820 (Pol. Kcoti.^ p. 501), and lu^ explains the 
phenomenon by the less taxation and greater saving occurring 
in those two countries in consecpience of th(^ Peace.^ 

Ricardo is lively in reply. “ A })ody of unproductive 
labourers*^ are just as necessary and as useful with a view to 
future jjrodiiction as a fire which should consume, in the manu- 
facturer’s warehouse, tJio goods wiiicli lliose unproductive 
labourers would otherwise consume ” (p. 23.3 ; cf . ]). 235). “ ]Mr. 

Malthus never appears to remernher that to save is to s])end as 
surely as what he exclusively calls s))cnding ” (cxi). 

The Notes deal litth^ with 1’axation, Malthus having dealt 
with it little, an omission (it may bo remarked) not supplied in 
his second edition, 1S3(>. 

They conclude (p. 240) with a UKUilion of the good effects of 
Itcdemption of Debt. “ After the annihilation of the debt we 
should have no more ca])ital or revenue than before; it would 
only be differently distribidcal. Inasmuch as the payment of 
the debt would relieve us from a great load of taxation, it would 
diminish the t(un])talion to remove eai)ital from this country to 
otliers not so hurlheiu'd. It would relieve us from the army 
of tax-gatherers, revtaiue officers, and smugglers who are now 
supported (ud of the industry of the«‘ountry. and which aggravates 
the evil of the taxes. .Many other collateral hciietits would result 
which it would not be expedient now to enumerat^^‘’ 

This is his last word in the Notes. The Kssay on the Funding 
System written in the same year, lvS2ib for the Knrffcl. Prd. con- 
tains a passage' directed against (a) those who oppose redemption 
on the grouivl that it would cause a general glut (Hie., ll orLs*, 
(vl. Mac(k, new ed., IS7t>, ]). 534), and (h) those who, (‘ontrariwise, 
think it would create a demand heyoiid possible supply (ih. 
pp. 535-0). As is w(‘U known, Ricardo was so eager for redemption 
that he was prepared for a. Tapital Levy (ih., ]). 539).^ 

Creat and small, wo have all committed misprints. The great 
Uicardo committed one in tlie “ Funding System.” to be negligently 

' In tho Introd., cix, lino 3rtl from foot, “ least aiul “ most ” have chnngod 
places. 

* Malthus says “ consiimors ” (ZW. Kcon.y p. 403) and Ricardo a«lopt3 tlio 
]‘hraso in Notes, p. 23.5. 

® Soo loiter to lluathiiold in U. to Trowor, pp. 00-100. 
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followed by McacCullocli (see Trower, p. 97, note); the great 
Malthus carried one through all editions of his Essay (see reprint 
of First Essay, Notes, p. xxvii). There arc not a few in the 
present book, for which (be 3 ^ond the irreducible minimum allowed 
to all authors) we must blame the Ocean ^ 

J. Bonar 

‘ For misprints {besides the two already ro<;ordod supra) see Introd., xxv, 
XXX, xliv, lii, Ixxxv, xc, cxvi. Notes, 42, 43, 47, 52, 03, 86, 90, 104, 106, 146, 
154, 158, 168, 175, 229. 



SMALL FARMS IN NORTHERN IRELAND 


1. The question of the best economic and social unit for 
agricultural production has reccivcMl a considerable measure of 
attention in recent years, and the claims of the small farm have 
been advocated strongly. There is, however, comparatively little 
information available regarding the economic position of small 
farms in Great Britain and, in consequence, the cxj>erience of 
continental countries has received a great deal of study from 
British economists. 'Fluj following examination of the position 
of small farms in Northern Ireland, as revealed by the Census of 
Agricultural Broduction of H)25, may therefore be of interest. 

2. The total area of Northern Ireland is 3.:b‘)1.444 acres, or 
more than half a million acres less than the area of Yorkshire. Of 
this area slightly over 2.460.000 acres were cultivated land under 
crops and grass in 1025. In that year Northern Ireland contained 
over 104,000 separate agricultural holdings exceeding one acre in 
size, or rather more than a quarter of the total number in England 
and Wales, and a third more than in the whole of Scotland. It is 
obvious, therefore, that the average size of farms must be small — 
averaging only 25.1 acres of crops and grass j)er farm as compared 
with over <15 acres in England and Wales and over 61 acres in 
Scotland. Less than 15 per e(*nt. of the agricultural .area of 
Northern Ireland is on farms over 100 acres in area, whereas in 
Kngland and Wales two-thirds of the area under crops and grass 
and in Scotland 70 jx'r cent, of the area under crops and grass is 
on harms above 100 acres in size. These figures are all the more 
remarkable when it is remembered that in Nortliern Ireland all 
the land on the farm — turf bog. marsh, mountain, woods and 
plantations and all classes of waste laiul, as well as the area used 
in agricultural production — is taken into account in arriving at 
the size of the holding. In Great Britain, on the other hand, 
only the area under crops and p(M*manent grass is taken into 
account in the statistics of the number and size of holdings. In 
Denmark in 1010, no less than 10*8 per cent, of the area of farm 
land (cultivated and uncultiv.aied) was on holdings above 150 
acres in size, so that the preponderance of small holdings is even 
greater in Northern Ireland than in Denmark. 

3. The value of the gross output of agriculture in Northern 
Ireland in 1925 is estimated at £15,072,515 and the value of the 
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net output at £11,185,000.^ The latter sum represents the gross 
output less the expenditure of farmers on imported or manufactured 
animal feeding stuifs (£3,100,000), fertilisers (£400,000), agricul- 
tural seeds (£275,000) and the cost of scutching flax (£113,000). 
The net output represents the sum available for the payment 
of rent, rates, wages and taxes as well as profit to the farmer. In 
the following paragraphs an attempt is made to estimate the 
distribution of the net output among the different agents of 
production. 

Rent Charge. — The majority of the farmers of Northern Ireland 
are either owners or well on the way to becoming owners of their 
farms througli the operation of the various Land Purchase Acts. 
On the 31st December, 1925, almost one million nine hundred 
thousand acres had been bought out under the various Land Acts, 
with a total purchase price of £21,245.358, of which £20,8iSO,003 
was advanced by the Stato.'-^ In 1925 th('. annuili(‘S paid in respect 
of Land Purchase advances under these*, Acjts (1870 to 1900) 
totalled f ()30,085.‘^ A certain part of this payment represented a 
sinking fund in order to wi]K^ out the advance made by the State, 
and the actual sum paid in interest was probably around 520 -525 
thousand pounds. This sum is too small however, by (1) the 
rental paid by unbought tenants and (2) the value of the rental 
of lands which arc owned by the occupier not subject to any 
annuity or charge. 

A better idea of the rent charge upon the industry — whether 
in the form of an actual rent |>aid to a siqx'rior or a land purchase 
annuity — can probably ))o obtained by takiiig the fair rents which 

^ The A(jrirtdturtd Out put of yorflurn Jn/uud^ I '.>25, JII2S, (’nid. S7. 

T}il‘ value of Jlu* ;'r<;.s.s wufjiwt per a< io in \<ullu iri Jn'kiiid in 11)25 was 
£6 as compared with about £8 i .w. |x racro in Kn^'Iuml and Wales. I L is neers^ar / 
to rememlKT, however, that Ihej'ross output of tin? liv'o stock indu.slry in Knj.*ian»{ 
and \\'al<?s inoludos the valin* of anitnal.s which have been iin[n>i t<Ml from In land lo 
shore condition, biit fattened an<l finished for the butch“r by En^li.di ^;razie! . 
Further, thf? level of ultiiral prices in .Vorfhern [reland in 1025 was in many 
ca.«ieH lower than in Englaiai an<l W.'iles. 'flie following table compares the jiri.'C" 
at wliich certain iinjiortant crops and live stock pnalucls were valued in llu two 
countries in Hk? ccn.sus y. ar : 


f’oininoditv. 


X. Ircdaml. 


h]ngljind arnl Wah*," 


Potatoes 
Whole Milk. 
Ihitter 
Hen eggs 


Tnhi. 4(/. per ton 
1 ft. per gallon 
l.v. !j(l. |K‘r Ih. 
Jr>.v. 7^d. per 120 


92/». per ton 
U. 1,\(/. per gallon 
I«. 9fd. per lb. 
I7s. (id. per 120 


UU/rr Ytiur book, 1920, i). 18. 


• Jdr.m, p. 69. 
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were fixed by the Irish Land Commission. Under an Act of 1881, 
a tenant or landlord in Ireland could apply to the County Court or 
to the Land Commission (generally tlui latter) to fix a judicial 
rent for the holding, or the i>arties could agree on a rent and 
apply to have the agreement filed. The rents so fixed remained 
payable for a statutory term of fifteen years, after vvhicli either 
party could apply to have a judicial nuit fixed for a further 
statutory term and so on every fifteen years. 

Judicial rents were fixed in respect of no less than 107,809 
holdings with an acreage of 2,:}2:i,090 acres.i It seems broadly 
true to say that judicial rents were fixed in respect of practically 
the wliolo agricultural an^a of the country. The first-term 
judicial rent fixed in respect of this total area was 1:1,329,84.“). 
Only 1,181,413 acres of land had second-term reads fixed, but by 
the time the original period of fifteen years had expired many 
farms liad been dealt with under one or other of the Land Purchase 
Acts. The second-term rents iixed by the l.and Court showed an 
average reduclidn of 22*7 j)er cent, below the lirst-term rent. It 
is probabhi that all things taken into consideration somewhat 
similar reductions wcae oi)lained by tenants who bought out their 
farms, so that this percentage reduction may be applied to the 
whole IT. 340, 000 fixed by the Land Commission as first-term fair 
rcjits. 14ic result is to give a figure of approximately £1.010,000 
to represent' th(^ payment made by Ulster farmers in respect of 
the “ rent of llieir lands. It will be appreciated that this 
}»ayinent may be mach^ either in the form t>f a land annuity or 
of an actual money rent to a landlord. 

The rent payment of ITster farmers ditleis very appreeiably 
from the rent payment of farmers in England and Wales. A mere 
examination of the nTative proportions of the gross out])ut of 
the farming industry in the two countries whicli is assigned to 
rent is sutlioient to reveal the wide difference between ** rent " in 
the two countries. On the calculation above approximately 
7 per cent, of tlu gross output of the Xortheni Ireland agricultural 
industry is paid in rent as compared with 19 per cent, in England 
and Wales.- J3ut in England and \ Vales the landlord has sunk a 
great ileal of capital in the improvement of the farm and in the 
erection of buildings. In Northern Ireland, on the other hand, 
the buildings and improvements have been made by the tenant, 
and the rent paid is virtually economic rent for the land itself. 

Waged. — The total number of male hired labourers emphn ed 

^ U later Yfur liook\ p. 17. 

* 800 The Agricultural Output oj Kugluml urn MT/r."’, Ciiul. p. 115. 

No. 154. — VOL. xxxix. ^ 
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iu agriculture in Northern Ireland in 1925 was 37,951, of whom 
13,293 were returned as casual labourers. Assuming that the 
latter were employed on the average for six months in the year, 
the total cost of farm wages (including allowances) would be 
approximately £2,030,000 at an average rate ^ of 266'. per week 
for adult workers and 156‘. per week for boys under eighteen. 
This estimate excludes the wages of hired female labourers, of 
whom the numbers in 1925 were 4,530 permanent and 1,698 
casual. It is probable, however, that many of these women 
labourers are jDartly engaged in domestic duties. They are, 
indeed, in much the same position as female members of farmers’ 
families, who in addition to tlic performance of household duties 
are frequently employed in milking, biitter-maldng and, at some 
seasons of the year, work in the fields, in addition to having charge 
of the poultry of the farm. 

Rates on Agricultural Land , — The next charge which has to be 
deducted from the value of the gross output is rates upon agri- 
cultural land. 

The cost of the relief of rates on agricultural land in Northern 
Ireland under the Derating Scheme is estimated at £157, 000.^ 
This sum represents a charge of about ‘1 per cent, of the value of the 
gross output in 1925. It is of interest to com))arc tliis figure with 
that for England and Wales. In 1921-25 the estimatc'd amount 
of rates collected on agricultural land in England and Wales is 
stated to have been £3,830,000,^* or a])proxirnately 1*7 per cent, of 
the value of the gross output. It is apparent, tlicrefore, that the 
burden of rates on agricultuf’al laud lias been ajipnadably mure 
onerous in Northern Ireland than in England and Wales. 

The rateable valuation of farm buildings in Northe rn Ireland 
is not shown separately, but a relief of rates in rcsj>cct of on(‘ 
third of the combined valuation of the farm-house and buildiiigs is 
estimated to cost £55,000.* 

It has frequently been suggested that the valuation of agricul- 

^ In rejily to a question in the Nortliorn Ireland House of Comnion.s on 
Thursday, 18th March, 1926, tlio Minister of Af(ricultiiro gave the folloMijiC. 
particulars of tho average rate of ugriculturul wages in Northern Ireland in 1026 ; 
Ploughmen 28s. per week, Cattlemen 27«. tki. per week, Ordinary Labourovt? 
24.J. 6d. jjor week. Tlio numbers of labourers crnjdoyed in Juno 1925 wt "' 
returned as : 

Under 18. Over 18. 

Permanent .... 2,343 22,316 

Casual .... 1,356 11,937 

* Report of the Inlcr’DepjLrttaeiUal (Joinmittec on Rating Relief in Northern 
Irelandf Belfast, 1928, Cind. 89. 

* Ilanaard, 194, 1408. 

* Report of the Inter •Departmental Committee on Rating Relief in NoriherA 
IreUmd, Belfast, 1928, Cmd. 89. 
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tural land in Ireland is on a lower basis than in England and 
Wales.i The fact that the valuation of farm land in Ireland 
was fixed by the Griffith Valuation which took place between 
1852 and 1865 necessarily means that the rateable value has not 
varied with the annual letting value. It may, therefore, not bo 
without interest to point out that in 1925 the percentage borne 
by the rateable valuation of agricultural land to the value of the 
gross output of the agricultural industry was almost exactly the 
same in Northern Ireland as in England and Wales. The gross 
output of agriculture in Northern Ireland in 1925 was £15,073,000 
and the rateable valuation £1,850,000 or 12-3 per cent. In England 
and Wales the groKSS output was £225,330,000 and the rateable 
valuation £26,050,000, or 11*6 per cent. 

Return to the Farmer . — After making deductions in respect of 
rent, wage and rate charges, a sum of about £7,600,000 is left, 
representing the remuneration of Northern Ireland farmers in 
respect of their labour and capital. This sum is equivalent to 
approximately £3 2.*?. per acre of cultivated lajid. It is, of course, 
obvious that this figure represents the average of results on many 
dilfercnt classes of farms. There arc farms of 30 acres from which 
the holder is ol)taining a ndurn of a great deal more than £93 in 
return for his investment of labour and capital. It is equally true 
that there arc farms of this size from which the return derived by 
the farmer is considerably less than £93. 

It is a matter of considerable conjecture to attempt to separate 
the reward of tlie Northern Ireland farnua* between interest on the 
cajhtal he has invested in his farm and remuneration for his labour 
and work of farm management. 

The total number of farmers and male membei‘.s of their families 
returned as engaged in farm work in 1925 was 108,858, of whom 
1 1,307 were under eighteen years of age. A wage of 265. per week 
to adult workers and 155. a week to those under eighteen years of 
age would amount to £7,035,000, and a sum of a little over half a 
million is left to represent interest on farmers* capital. In view 
of the fact tliat tlie valuation of live-stock on farms in Northern 
Ireland in 1925 amounted to ai)proximatelY £14,500,000, while 
the estimated value of the princiiKil classes of implements on 
larms (on the basis of 50 per cent, of ciuTeiit prices) was about 
£3,000,000, it becomes apparent that this sum is insufficient to j^ay 
normal interest on the capital invested in live and dead stock and 
nothing is left to represent interest on the capital which has at some 
period or other been sunk in improvements and the erection of 
bmldings. It must be remembered, however, that, imliko the 

‘ See Sir J , C. Stamp, British Incouics and Property, Chaptors 1 and IV . 

Q2 
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investment of capital in live and dead stock, a great part of the 
capital sunk in buildings and improvements was made several 
decades ago when both prices and interest rates were low. 

In discussing this result there are two factors which may be 
considered to have caused the average return per acre, and also 
the balance available as return on capital, to be unduly depressed : 

(1) On small family farms there is a danger that the main- 
tenance of members of the family for whom only part-time 
employment can be found is frequently made a charge against the 
farm income. Thus, the average number of workers per 100 
acres of cultivated land in Northern Ireland in 1925 was 6 males 
and 2*0 females in comparison with a total of about 4*3 males and 
females in England and AVales. If more people are maintained 
on the farms of the Six Ooimties than would be the case under 
conditions of commercialised farming, the allowance in respect of 
the wages of farmers and members of their families working on 
the farms may have been unduly swollen and the? iv'sidue for interc'st 
or capital abnormally reduced. As against tliis v iew. liowcv(‘r, 
it may be pointed out that a considerabk* rc'duction in the number 
of land workers in Northern Inland occuiTcd between 1912 and 
1925, as is shown below. 


Number of Male tmja(jcd ni Farm Work 



VM'2. 

102.7. 

FarniPi’s and moinbcrs of family 

110,7:10 

10H,858 

Permanent labourers 

. :io,r>77 

21,058 

Casual labourers .... 

•JICSOI 

13, 20:1 

Total 

. iGr»,ios 

1 1(),800 


During this period there was also an inen^aso from 39,87.s lo 
57,325 in the nimiber of female members of farmers’ fainihe. 
returned as helping in the work of the farm. No wage allowc suM- 
to these female workers has been made in the calculation above 
tJieir work being treated as unpaid service analogous to tu. 
performance of household duties. The I'cduciion in the niimOi i 
of hired labourers between 1912 and 1925 ajul the increase in 
female family labour suggests that the tendency is to utilise* 
family labour to the full and to cut down costs by eliminating ns 
far as possible the employment of outside labour. 

(2) The area included in tho agricultural statistics includes 
land attached to residential holdings which cannot be regardetl 
as “ farmed ” in the usual sense. The number of such properties 
is relatively small in Northern Ireland as compared with England 
and Wales, and even if all land on holdings under ten acres in size 
is excluded, the sum available as remuneration to the fanner i& 
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equivalent to only £3 Gs, 6d, per acre. On the assumption that 
only in exceptional cases is an area of ten acres of land likely to 
afford whole-time employment to the occupier, farmers and 
members of their families returned on holdings under ten acres 
might be excluded from the calculation above. The numbers of 
family labourers would then be — adults 77,144, boys under 
(iighteen, 8,078. The allowance of 2G.s*. x>cr week to each adult and 
155. to each boy would amount to approximately £5,565,000, 
leaving a surplus of about £2,035,000 as interest on capital. 

An alternative method of approaching the question of the 
distribution of the net output is to regard the rateable valuation of 
the land as representing a fair lotting value. It has been seen 
above that the ratio borne by the rateable valuation to the value 
of the gross output is almost the same in Northern Ireland as in 
Great Britain. In the case of buildings there has been little or no 
revaluation of rural property in recent years, and it is unquestioned 
that the existing valuation of farm buildings is extremely low. 
On the other hand, the valuations in force may be taken as, in the 
main, representing what was considered a fair return upon the 
(‘apital invested in the buildings at the time of their erection. 
'Iho following balance sheet can then be drawn up : 

Not Output £11,185,000 

Valuation of agricultural land . . . £1,850,000 

Valuation of farm houses and farm otUcos 400, OlH) 

Wagon of hired labourers. . . . 2,030,000 

Ratos on land and farm ollicosj. . 512,000 4,702,000 

Ralanco . . , £0,303 000 

This sum is insuflicient to afford a labourer's wage to the total 
number of male member’s of farmers’ Jiouseliolds returned in the 
argicultural statistics as engaged in farm work, and loaves nothing 
for interest on tenants' capital invested in live and dead stock. 
On the other hand, if workers on holdings under ten acres are 
excluded, a balance of nearly £830,000 is left over, and is sufficient 
to defray 4J. j)cr cent, interest on tenants’ capital to the amount 
of about £7 lOs. per acre. In view of what has l)een said jireviously 
regarding the tendency for small family farms to be called on to 
maintain an unduly large number of i^ersons on the farm, the 
latter result may possil)ly be the most acemrate. At the liest, 
however, the average return obtained by small family farmers in 
Nortliern Ireland in 1925 appears to have been (1) a labourer’s 
wage plus (2) interest on their capital. Even this result can only 
be shown by taking what is an admittedly almormally low valua- 
tion for farm buildings. D. A. E. Harkness 

Belfast. 



VALUATION THEORY AS APPLIED TO UNITED STATES 
RAILROADS 


In the post-war resettlement of railway finances, Grciat Britain 
and the United States proceeded on very different lines. The 
former dealt with the question of standard revenue by an ad hoc 
rule (the 1013 base) whicli defied logic but saved a deal of trouble. 
The latter dealt in terms of general ])rinciple, and a tremendous 
mass of legal and economic theorising has resulted from wliich, 
at the end of eight years, accepted rules of procedure are only 
just beginning to crystallise. ]\lost of this theorising turns u|)on 
the problem of valuation. 

The Transi^ortation Act of 1020 charged the Interstate fJom- 
merce Commission ‘‘to initiate, modify, establish or adjust” 
rates so that carriers will earn “ an aggregate annual net operat- 
ing income equal, as nearly as may be, to a fair return upon t!i(‘ 
aggre^gato value of tlie railway property iiscfl in tlie s(U’vic(* of 
transportation.” At first sight it might seem that “ fair ri^turn ” 
w^as the controversial element in this definition. Argument about 
that was, howiiver, cut short by the Act naming a (l(‘liniie rate--- 
51 per cent., wdiich the Commission might raise at disen'lion (as 
ithasdone) to Opercent. The British Act,’ it will be remembered, 
followed the same method in respect of capital investment since' 
ltJ13, though here the figure was 5 per cent. The rates, of course', 
represent carefully considered guesses at the figure that will sufiiot) 
to attract free capital in sulficient quantity to the railroads, 'fhat 
empirical principle is for modern times the one surviving maxim 
of laissez faire ; and unless the Government is to provide, or to 
underuTitc, the capital itself, that principle must I'ule. ” Fair 
return ” cannot be specifically determined by any process of 
di^ductivc reasoning : it is part of the data, not the conclusions, 
of economics, and reflects the general productivity of capital in 
the community concerned. Tlicrc liave been in the United 
States several public utility ca.ses in wliif;}). 0 per cent, has been 
held to be “ confiscatory,” and in some half-dozen of these 8 p( r 
cent, (usually on a higher valuation basis than the Commta'co 
Commission's) has been sanctioned ; but thi^sc do not constitute 
preced(*nts for the railroads. It is of intcTost, however, to observe 
’ Railways Act 1021 (11 and 12 Goo. V, Cli. 55), Soc. 58, 
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in passing how the empirical rule keeps cropping up even in rail- 
road cases that are being argued on the basis of valuation theory. 
For example, the decisive consideration in the fundamental 
Sinyili V. Ames case (16G U.S. 466, 1808) was not the valuation 
theory advanced, but the plain dictum that the rates complained 
of would have resulted in loss to the company, or in earnings 
too small to affect the general concliisiou ” as to confiscation. 
Similarly in the O’Fallon case, now muler appeal, the district 
court rcmiarks of a set of earnings calculated in a certain way to 
yield 4*35 per cent., that “ such a return is obviously insufficient.” 
AA'hy “ obviously ” ? Because the court, like everybody else, hag 
at the back of its mind a rough conception, empirical rather than 
deductive, of wliat tiic road must earn if it is to carry on. 

How impossible it is to escape, under any system, the need 
for sucli a concept, is illustrated by recent arguments in certain 
agricultural rate cases. (Congress in 1026 passed the Hoch- 
Smith resolution directing the Commission to give to the agri- 
cultural commodities alTectetl by depression * the lowest possible 
lawful rates compatible with the maintenance of adecpiate trans- 
portation service.” The reference is theoretically, of course, to 
tJio j)rinciple of charging what the traffic; will bear, especially in 
the matter of ovtahead ; but in practice no exact allocation is 
possiljlc. Bat(‘s that wo may lawfully require,” said the 
(‘ommission (American Livestock Assoc. 122 T.C.C. 609, 617), 
“ must in jH’ineipIo ho high enough to cover all the cost that 
may be fairly allocated to the service plus at least some margin 
of profit. , . . \Vc say ‘ in principle ’ beeauso only rarely ig 
definite iiiforniatiim available as to such cost, and in practice 
rates must often be fixed largely by comparison with other rates.” 
Tn another case (Western Advance Rate Case 20 I.C.C. 307) 
the Commission states its difficulties still more frankly: “ What 
is the reasonable rate that shall bo charged to the shipper? 
iho legislature nifiy not make rates so as to confiscate the earner s 
property. Tlio carrier, on the other liand, may not make rates 
which arc unju.st on those, who by economic, necessity are eonq)elled 
to employ its services. Here, then, wo have’ the minimum of legis- 
lative power and the maximum of liio carrier's power. Between 
those lies a zone indefinite and variable." In tlie fully argued (\di- 
fornia Growers and Shi pj)ers ease of August 1927 the Commission 
therefore interpreted the Congressional j’osoliition as meaning 
simply that it was to keep “ as near the lowest limit or level of that 
y^ouc as is compatible with the inaintenanco of adequate transporta- 
tion service.” Neither in the specific business of rate-fixing nor 
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in the general estimate of ‘‘ fair return ” is it possible to make an 
a pn'iDri exact economic determination of “ reasonableness.” 

Having settled the question of a fair rate of return, the 
Transportation Act of 1920 goes on to dispose completely of a rail- 
road’s not earnings over and above the amount so indicated. 
One-half of the excess is to be held by the carrier as a reserve fund 
(until a total of a per cent, of the property valuation is accumu- 
lated), Uvsable only to repair dividend or interest deficiencies up 
to () per cent, of previous years ; the other half, l)y th('. famous 
recapture clause,” is payable to the (Commerce (>V)mmission, 
wliicli must place it to a revolving fund for the assistance, on a 
loan basis, of the weaker roads. Tliis was a fairly tough camel 
for strict constitutionalists to swallow ; but the feat was finally 
achieved in a test case of 1924,^ on the theory that power to 
regulate includes power to construct, and therc'fore a forliori 
covers entire afiirmative control. The excess earnings might 
nc^er have arisen but for the action of the regulating authority 
establishing rates whicli were reasonable for the roads as a whole ; 
and, further, “ the statute declares the cairier to bo only a trustee? 
for the excess over a fair return received by it. Though in its 
possession, the excess never liecomes its prop('rt\\’’ 

So that wa.s settled; but one may .surmise that eeionoiuic 
reasons had their inlluence in determining this interpretation of 
the law. For the ])roblem W'as the very yu’etty (mo (.)f sharing 
out the difl'erential gains of tlic more fortunate or strongfM’ roads 
without resorting to actual unifi (nation. I'lider a system of 
uniforml}^ yirescribed lates, obviously some roads must reap a 
differential beyond what is nuToly " fair for otliers. 4 o lve(‘p 
the area of service wider than it would tcaid to he under five 
competition, this dilfer(?ntial must in some way he pooled. 'I ii(‘ 
pooling could he secured, of course, under a system of unilicatioii 
based on ownerslup, eitlier by private holding company pro- 
cedure (as in tlu? jiublic utilities) or by nationalisation. Tlu* 
Commerce ('oramissiou is charged, in the 1920 z\ct, to give du(‘ 
consideration, among other things, to the transjiortation needs 
of the country, and the necessity ... of enlarging such facilities 
in order to provide the people of the United States with adequate 
transportation ” ; but it has to do this without recourse to either 
of the expedients just mentioned. The rccay)ture clause is the 
answer. As the Court put it in the Dayton Goose Creek case, 
the combination (jf uniform rates with the recapture clause is 
neces.sary to the bettor development of the country’s transi)or1a- 
' Dfti/*on fiooRc (he- 'k Railway v. U.S.f 203 (I.S. -IJO. 
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tion system. . . . The control of the excess profit due to the 
level of the whole body of rates is the heart of the plan.” At 
present, hoAvever, the greater part of wliat has been paid in to 
the revolving fund, and practically all outstanding claims, are 
tied up in legal protest, pending the final disposition of the St. 
Louis and 0’ Fallon case by the Supronic', (’ourt. 

A most important, and decidedly oium-ohs ruling affecting 
rate of return has been established in two recent cases. In the 
Dayton Gonsci Creek case the (piestion arose * wliethor the return 
is to be measured by the net revenue remaining after deducting 
both the amount to be jiaid over to the Go\'ernnient and the 
amount to be placed in tlic reserve fund, or is to lie measured by 
the net rcvianie Kunaining after deducting only the amount to be 
])aid over to tlie government.” 'fhe court decided for the latter 
alternative; and in tlie St. Louis and O’Fallon ease the Missouri 
District Court eonsiden'd itself bound by this precinlent, “ what- 
ever might bo our independent view as to tl\e inclusion of the 
reserve fund portion with the net revenue left unrestricted.” 
In view of tlic prior ruling that the excess (n'er 0 per cent, is merely 
a trust impri'ssed ii])(m the carrier, and “ never becomes its pro- 
perty,” this is a p('euliar dechion. Whether it will bo apjdied in 
an upward as well as in a downwanl sense is not yet clear; but 
if it is not, and dtTicieneies of a given year ai’e still to be made up 
from a "fair return” of i) per cent, iurjudln^j rrsc/vc fund, 
the etfect, of course, will he to bring the actual average rate of 
return below 0 per (*enl. 

As a matter of fact, the railroads as a whole have not earned 
li ])er cent., on (“ither their own or the (iovernmont’s valuation, 
for ten years; and their finaneial diflieulties have been reilected 
in their inability to raise new capita! by sttxh i'^sues. The pro- 
portion of annual fiiianeing taking this form fell from o4-3 per cent, 
in 1917 to J]'4 per cent, in 192o : since then it has ri^en to about 

per cent. — a figure still miieli too low. The burden of fixed 
charges resulting from ex(*essive bond issues made ewn the dota- 
tion of bonds diilicult, and lrn^t (H'rtiticates have heoii largely 
rcsoiTed to. But obviously the laisciez-fairc })rinci])lt‘ of capital 
supply is inescapable, short of running the systcuii on the taxes. 
To grant, however —as on the whole we may — that a 9 per cent, 
return on the property is adequate for a railroad soundly Unanced, 
merely brings us up against the liasic diflicnlty of capitalisation, 
lliis w’e must now examine. 

The suspicion of over-capitalisation was the main factor 
behind the passing of the Valuation .Aet of 191.‘l. 'I’hat Act, in 
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turn, reaffirmed a principle laid down by J. Harlan in Smyth v. 
Ames and preceding cases — ^the principle of physical valuation 
as a basis for rate-maldng. In J. Harlan’s almost classic phrase, 
“ the basis of all calculations as to the reasonableness of rates 
must be the fair value of the pro2)erty being used for the con- 
venience of the public.” This principle has boon accepted as the 
only way out of the vicious circle that would be set up if a rate- 
making body accepted as its basis a valuation derived from the 
earnings it itself was to determine. The dilemma is clearly 
stated by the Commerce Commission in a recent report (Chicago 
Ihirlingtou & Quincy Hailroad, Valuation Docket No. 715, 
Dec. 1927) ; 

** The rate authorised controls the amount of earnings. 
The earnings in turn determine and fix the value of the 
property. Therefore the rate detcriniucs the valium, and we 
have a conclusion that the value d(‘terjnines the rate, and the 
v'ate determines tlie value ; and if the value of the propcit-N' 
depends upon the rate, which in turn desponds u])on the 
value of the property, the rate would dcpcuid upon itself, 
resulting in an apparent absurdity, ft is tluTcforo (*hN\r 
that such value as is attributable to the pro[)crty of a puldic 
service corporation b\' reason of its (virnings should not be 
includ(*d in forming a base u])on which a reasonable^ and fair 
return should be secured.” 

Can there be a value of the property ” that is not dependent 
on its earning power? Even the hardiest adluTent of the labour 
theory of value would hesitate to give an unqualified affirmative. 
If cither labour or ca])ital, misplaced through faulty estimating 
or adverse market development, can nevertheless claim ‘‘ value," 
the claim is ethical, not economic; save in so far as secondary 
consequences of the position may override the immediate financiol 
logic. But the ‘‘ vicious circle ” argument, coupled with the valua- 
tion principle of rate-making, has produced moni kinds of value ” 
than ever found tlieir way into a text-book. Let us look at some 
of them. 

The couj't, in the Smijih v. Ames decision, mentioned as (entitled 
to consideration all the items that came into its Jiead — original 
cost, subsequent arlditions, market value of securities, reproduc- 
tion cost, earning capacity and operating expenses — and cheerily 
add(;d, We do not say tlicro may not be other matters but 
what to do with all these items when one liad them neither the 
couil nor tlie Commission has (?v(T specifically determined. Tin- 
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enumeration in the 1920 Act is still more inclusive, but equally 
devoid of principle. In one case (Los Angeles and Salt Lake R.R., 
Feb. 1027) a district court affirmed that the Commission’s action 
“ was based upon the view that the property of the railroad 
company in question has more than one kind of value. And in 
our opinion that view constituted its fundamental error.” But 
its opinion was sharply overruled by the Supreme Court. The 
Commission stated in the Burlington docket : “ Value for rate- 
making purposes and commercial value arising from earning power 
are so wholly different that they cannot be reconciled.” The 
multiplicity of elements of value cited in the statutes, and the 
absence of any accepted weighting principle, have left room for 
much ingenious theorising in the railroad protests. 

Tlic most general railroad claim is that reproduction cost 
should bo accepted as the controlling factor, or given more weight 
than the Commission lias given it. A moderate and reasoned 
statement of tlui case, is contained in the New York Central’s 
brief (Octob(‘r : 

“ Approacliing the matter from tlio standpoint of the 
d(‘cisions of the Supreme Court, in conliscation eases, we 
would have cost of rejirodueticm as the controlling ligure. 
Ilejirodiudioii ii(‘w would he subject to au upward adju>t- 
ment to rellcet prices prevailing at and following valuation 
dates. Reiiroduetion new as thus adjust(‘d would be depre- 
ciated by an amount ascertained by actual inspect ion of the 
])roperty and a study of recorded conditions. A definite 
sum for appreciation would be found and added to the 
dej)reciated cn.st. This general result would he increased for 
going-concern value by a percentage not h'.ss than 10, probably 
more, since 10 per cent, would be low for these impressive 
properties.” 

OtluT roads have claimed 25 \wr ci*nt. 

'Fho railroads can quote various ])ubIio utility decisions in 
support of their eont(*ntions; and in two of these (South-western 
Hell Telejilione, May 102‘». and Indianapolis M'ater Company, 
Xovemher 1920) the courts iu)t only acei'ptod reproduction cost 
at jirosont values as the controlling factor, but also enjoined a 
consideration of probable future appreciation. To quote the 
latter decision : 

” In determining jiivsent value, consideration must be 
given t(^ prices and wages prevailing at the time t)f the invosti- 
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gation ; and, in the light of all the circumstances, there must 
be an honest and intelligent forecast as to probable price and 
wage levels during a reasonable period in the immediate 
future. In every confiscation case, the future as well as the 
present must be regarded. It must be determined whether 
the rates complained of are yielding and will yield, over and 
above the amounts required to pay taxes and proper operat- 
ing charges, a sum sunicient to constitute just compensation 
for the use of the propc^rty employed to furnish the service ; 
that is, a reasonable rate of return on the value of the property 
at the time of tlic investigation and for a reasonable time in 
the immediate future.'’ 

Without entering upon a discussion of all the elaborate fictions 
inv'olved in hypothetical re])roducti()n costs, or the accounting 
problems of appreciation and depreciation, the position of the 
Coruncree Commission may be briefly indicated. TIk^ (Commis- 
sion has accepted, as it was bound to do. the duty of estimating 
and considering reproduction cost, but lias stood firm on the 
position that it is ‘‘ not tlie soh' factor ” (J^ennsylvania Hearings, 
Novemb(?r 1927). It has from time to time emphasised the 
practical impossibilities involved, and jiointed out the futility of 
adopting a l)asis which would vary from year to year witli changes 
in the pricc-l(*vcls and conditions of supply. Even in the case of 
railroad lands, where the (.!ommission is directed to ascertain 
jirescnt value by coinparison with other lands in tlu^ vicinity, 
the difficulty is constantly arising that tlnuu are no comparable' 
lands for ])urposcs of railroad exchange-value. Fnrtlu'r, repro- 
duction cost involves other than physical items of valiu* as to 
which there arc separate grounds of dispute. “A valuation 
arrived at by the sole use of either the ])ni(lent investment tlieory, 
bottomed upon cost when constructed, or u])on the theory of flic 
present cost of reproduction new, l(‘ss de])reciation, would Avoi'k 
presently to the public, and eventually to the carriers them- 
selves such monstrous inequity as to preclude wholly the- us(' of 
either of such metbods exclusively ” (St. l^mis and O'Fallon 
case, December J927, concurring opinion of Judge B. F.aris). 
Clearly, to base the determination of actual rates upon vulucs 
that are not realised, nor even realisable, would be a procedure 
neither practicable nor just. 

Turning to the extreme alternative, there are obvious difiioul 
ties in the way of accepting original cost plus subsequent additions 
—though it is to this principle that the Commission is supposed to 
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lean. The first of these is that original cost is not, as a rule, 
specifically ascertainable. The property accounts of the carriers 
are on the whole nowhere near adequate to an original cost physical 
valuation. But even if they were, a further difficulty arises. 
What the Commission has to dcteriainc is not a cost, but a value ; 
and the practice of th(5 companies tliemsclves in luspect of 
securities issued indicates the wide diilerence between the two. 
But how is the transition to be made from cost to value without 
encountering the forbidden factor of earning pow er ^ 

It is being made in practice, so far as can be gathered, by • 
consideration of the investment account ; and the crucial question 
still is, apparently, as to tlie reasonableness of the capitalisation 
imposed on given propiTties. 'Fhis, of course, is merely to admit 
earning power l)Y the back door while ostentatiously barring the 
front; l)iit it is in line with the continuing funeti«)n of the ('nsn- 
mission to act as censor of all seem-ity issues, and it reclueos tlie 
problem at least to managealde terms. FinUicr, it is tlieoretic- 
ally sound to admit that a propeuly of any given cost may both 
a(‘quire and confer new value in the a(‘t of being brought int(j th(‘ 
fabric of an active concern, and that tliis value is entitled to be 
n'presented in the capitalisation in order that the enterjuise of 
])ianning and making the connection should he lv^^ aided. 

It must 1)0 borne in itiind that while the Commission is 
tlnnlving (officially) of returns uj)on tlie ]>ro])erty, wliat the railroads 
must consider are the earniugs of the ('(uporalions. upon which 
tlie willingness of tlie public to supjily th(uu with further capital 
depends. Tlie elforts of the railroads to raise their official valua- 
tions to a p(hiit that will meet the latter contingency have there- 
fore injected every possible claim into the valuation controversy. 
“Goodwill” has frequently reappeared, not withstanding that it 
wa.’r, officially dismissed nearly twenty years ago on the ground that 
it can obtain only in competitive business v. ( 'oni^oliiIate<f 

ffV/.s To., 212 U.S. 19, 1909) — a very dubious iiropositiou. In its 
])lace. however, we now liave claims for “ monopoly value " run- 
ning into hundreds of millions; though no elaimaiit has ever 
expounded the principles on which such an item can be isolated. 
►Seeing that such value, if it e.xist at all. is plainly, in the case of a 
utility, tJie creation of public authority and is non-transfcrable, 
the logic would appear to be thin. 

The favourite claim, however, is for ** going-coucorii value.” 
I'his is an item that the i^oiumission has repeatedly stated it 
^dlows for — though by no means as liberally as the railroads 
demand. Our tentative valuation of the carrier took into 
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consideration the fact that it was on valuation date a vitalised, 
organised, going railroad ” (Florida East Coast, 84 I.C.C. 24, 
1924). As Mr. G. C. Henderson points out^ in comment upon 
the Willcox case, a plant is not even worth what it cost unless it 
is in a position to do profitable business. The case is fully 
argued in the Commission’s answer to the Pennsylvania railroad 
(November 1927) : 

“ A public utility is limited to a fair and reasonable return. 
It may earn more than a fair rate of return, but has no legal 
right to do so, and going-concern value should not be based 
upon its ability to earn more than a fair rate of return. 

“ Similarly, there is no reason why going-concern value 
should be allowed because a utility has demonstrated its 
ability to earn precisely a fair rate of return. The public 
has fulfilled its entire obligation when it has paid rates which 
produce a fair rate of return . The ut i lity need not be re wan le( 1 
for its ability to earn a fair rate of return by an additional 
allowance for going-concern value. 

“ Still less reason exists for making an allowance for 
going-concern value in tin? case of a utility which is unable to 
earn a fair rate of return. That would bo virtually placing a 
premium on inefticiency or lack of prudence and foresight.” 

It is true that going value has been allowed in a coiisideral^lti 
number of public utility decisions and a])pcals,2 when? it usually 
takes the form of a percentage addition to ]>hysical \^aliiatiou, 
varying within very wide limits. Even these cases, liowevcr. 
suggest that on the whole argument has been in faet (though not 
in theory) retrospective from earnings to rate base rather than tb»' 
reverse, with the intangible elements of value as shock absorlxTs ; 
and the net effect is to emi>hasisc the impossibility of determining 
a rate base in vacuo. 

The decision of a special district court of .Missouri in the 
St. Louis and O’Fallon case (December 1927) has been widely 
intcrpi eted as confirming the Commission’s valuation procedure ; 
but in point of fact it merely added one more to the list of judicial 
evasions of the question. The case was a test case arising from a 
specific claim for recapture of excess earnings; and some idc'» 
of the magnitude of the sums involved may be gained from the 

* Harvard Law jRevkw, V. 33, pp. U02, 1031. 

* Sr;o ^T. C. Waltersdorf in American Economic Hevieto, XVII. 1, pp* 2^ 3H. 
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following estimates of alternative valuation totals for the roads 
as a whole : ^ 

The difference between the Commission’s valuation procedure 
and the reproduction basis was stated by the Chairman of the 
Commission to represent an increase in rates of 18 per cent. But 
the O’Fallon decision did not settle this question ; for by includ- 
ing the carrier’s portion of the excess earnings with its free return, 
as indicated above, the court found that the road would be 
earning, even vjmi ?7.s oivn valmllon, a rate of return (6*97 to 
S-71 per cent, during the years in question) that “ could hardly 
be called confiscatory,” so that “ the verity of the (.Vnnmission’s 
valuation herein need not be examined, and cannot affect this 
recapture order, and tlicrefore that sucli order is not open to attack 
upon the ground of wrongful valuation.” 

It is extremely doubtful whether tlic Supreme Court, which 
now (Marcli 1929) has this case under advisement, will lay down 
nny final rule or procedure for valuation, though a eonfirmation 
of the decision of tlie lower court will strengtlien the Commerce 
Commission in its attitude. Expert opinion is fast coming to 
accept the verdict of J. •!. Brandeis and Holmes, in their dissent- 
ing opinion in South-western Bell Telephone, that the Smyth v. 
Ames rule, enjoining jJiysical valuation as the into base, is 
“ li‘gally and economically unsound,” and that the only workable 
base is the “ actual prudent investment.” This involves in effect 
an abandonment of the whole rate base theory of rate-fixing, 
since it is manifestly futile to pretend that j)rudont investment 
can be determined w ithout n'gard to probable reasonable earn- 
ings. Some other way of d(‘(Mding the reasonableness of rates 
must be found. 

Two principles emerge, on consideration of the facts as well as 
the arguments in the record, as affording some measure of guid- 
ance. The first arises from the duty of the Commission so to fix 
rates as to secure the continuance and development of adequate 
transportation service. The President of the Pennsylvania said 
recently : 

“ Whether the valuation is put at one figure and the return 
earned upon that valuation is low, or wlictlicr tlie valuation 
is put at a lower figure and the return earned is high, is, 

^ SlaHoii-Thoinpsoii BuriMUi ariU l.C.C. Ln<'f in O'J'ivllon case. 

Million dollar.^. 

l.C.C. valuations to orid of 10‘J5 22,356 

Claimod not invostinont ? 

^'Hpitalisation of 1926 not incomo at por 31,078 

Itoproduction cost basis 35,000 
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after all, but a mathematical equation; the practical ques- 
tion is what are we actually able to pay by way of return 
upon our existing securities, and is our margin over that 
payment sufficiently attractive, in every year to draw to us 
the new capital from investors, by whose voluntary acts 
alone can be obtained the capital we require.” 

This needs supplementing, however, by a second rule to the 
eiJ'ect that no organisation, whether public utility or other, is 
entitled to use a position of economic power, howsoever acquired , 
to extort payment above what is necessary, as indicated by the 
general ('xperience of the community, to .secure the services of 
labour and ca 2 )ital iiceded in the performance of its functio]i. 

This, though doubtless etliical in its application, can be 
defejided on the economic ground that sucli extortion involves a 
diversion of national income from high to low 2 ^i’<>^lii^divity 
centres. The case of a concern that has in fact ca])italised it.s 
ex 2 .ectation of abilit\' to extort can l)e dealt with only by reha;- 
ence to charges that arc foiuul ade(]uate in otJu'r cases, and by 
arguing backwards from lJie.se to the ’ prudence ” of the invest ■ 
mciit — with due allowaiica^ for the unforesca'able nat ure of advers(‘ 
contingencies. Government has, in fact, only a very limited dut> 
to protect the economic community from the con.so(piences (»f 
2)ast sins or eiror.s, and is in the last analysis powerless to do so. 
It is in this way that tin* okl 2m'5tu lutes comc' liome t(» ro(>>t. 

WTlLIAM OllTUN 

^mith L'olleqe, 

Xorihamijton, 

Mass., U.S.A. 
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A Hidory of Price fi and of the Slate of the Circulation from 1792 to 
1856. Thomas Tookk and WTijjam Xewmaucit. (4 
vols.) (P. S. King Son. 1020. £4 4.s*.) 

An Introduction to Tooke and Ncwmareli'.s .1 History of PricesP 
By T. E. (liiEOOKV, D.Sc. (P. S. King & Son. 1920. 
Pp. 120. 2.s\ ()d.) 

This re-issue of llie famous History of J^rires w ill be widely 
w^elcomcd, more esj)ecially as it is accompanied by a lengthy 
Introduction from the pen of Prof. Gi-egory. It was also a happy 
Ihoiiglit to make the Introdnetion available separately at a 
modest price for students who, while interested in the monetary 
and banking controversies of (he ])eriod. are still unable to indulge 
tiiemselves in the luxury of the four-guinea History, The re-issue 
is also to be welcomt'd for other reasons. Kecent theoretical and 
practical discussions have led ba(‘k in many cases to the problems 
which enten'd into (lie controversies of a century ago, and there 
has been a marked revival of interest in tin* events and the literary 
j>roduetion.s of the period with which the Hidory deals. Evidence 
of this is p('rha[)S best indicated by the writings of (!annan and 
llaw'tn'V in this country and by Silberling and Angel I in America. 
Xor is this reiiewaal int(U't‘st based merely upon a search for 
historical parallcds to more recent problems. It may be said 
that tin* toj)ies of eni rent monetary eonti'oversy have tlieir origin 
in the period witli wbieli tlie famous Hidory deals, and tlie fact 
that Tooke's writings in parti<-ular an* not free from contra<lietion. 
tliongh it makes the Hidory more dii'licnlt reading, does not 
detract materially fn;ni its signitieanee. Its writers weiv historians 
with a thesis to ])r()ve or to dis])ro\e, and o\er tin* jauiod liieir 
<‘pinions eluuiged in many important respects. Hence the 
importance of the Introduction which aecom[)anies the present 
edition. It goes far to meet what was n leal gap in the curren 
literature of the period, and its value is enhanced hy the a])pear- 
anco of two volumes of " British Hanking Statutes and Reports, 
JS;V2-192S,'' aceoinpanied by another useful Introduction. The 
Pidory of Prices itself may be validly described, as Hr. Gregory 
expresses it, as ‘Mhe first systematic utilisation of historical 
uuitorial for the establishment of economic truth ; and while 
it may not be w’ritten in the style most generally appro\ed l)y 
tnodern economic historians it remains an indispensable treatise 
No, 154. — VOL. xxxix. 
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of the period. Its authors may rather be included among the 
great pamphleteers, and, with one brilliant exception, the art of 
pamphleteering seems now to have been lost. 

One of the curiosities of the History is the failure to make 
use of the device of price index-numbers although its authors 
were familiar with the method. This omission, as it happened, 
was important. Particularly in his earlier writings, Tooke argued 
that the influence of the currency factor was generally over- 
estimated at the expense of the stress laid ujk)!! such things as 
the seasonal variation of crops, the break-up of normal trading 
relations and other inlluenees affecting production costs. In his 
treatment of the rise in prices after 1797 and also in his ti’catmcnt 
of the fall in prices after 1819 these factors are stressed. Jhit 
most of his i)ricc quotations rcfeiTcd to articles which entered 
into international trade, and tlic narrowness of his sek'ction gave 
to his conclusions a weight which they perhaps did not deserve. 
The failure to use index-numbers meant among oilier things 
that there was no clear concejition of price trends. “ TIic c)nlv 
possible defence,” Dr. Gi'cgory suggests, ''is that 'J’ooUe and 
Newmarch Avore in reality more interest(‘d in the dial(‘ctical tlian 
in the statistical treatment of the subject.” 

In the ])Ost-Resumj)U()n controversy Tofilce argued tliat the 
fall in juices after 1810 was not to be attributed to Rank of 
England jiolicy. Exchange parity had already Ijecm nsiehed by 
the time the Act eamo into ojieration and tliere was no iieed to 
deflate further in order to attract gold. In fact it is argued tliat 
the Bank could only have prevented an influx of golfl }»y n‘ducing 
its interest rate, and this would have involved “ a very unusual 
effort on the ]jart of the Bank, involving a dejiarture from its 
ordinary rules, in extending its securities at a grc^atly rcduccal rat^' 
of interest, Avhi(ii juight have had the eflect of liastening tin 
direction of cajutal to foreign investments.” Tlu^ real ])oint al 
issue, however, as Dr. Gregory indicates, was not whether the 
Bank was forced to adopt unusual measurt's to force the value 
of the Biitish currency up to tlic value of gold, but whether it 
ought to have adhered to its nuitino if, by doing so, it was Ic 
raise the value of the currency and gold. . . . d'hc fact is tliat 
the Resumption of 1819 involved tlic problem of a managed gold 
standard and that Tooke was in this matter on the side* of the 
sceptics ” 

This scepticism rcajipears in otlicr forms. In the third 
volume Tooke opjioscs “ the supposed duty of the Bank of 
England to accommodate the Trade, and to support the coin 
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mercial Credit of the Country/’ To do this would conflict in 
many cases with its primary duty, which was “ the fulfilment of 
its own engagements to pfiy its notes in coin.” The doctrine 
wiiich ho opposed was “ specious and poj)uIar.” Merchants 
were not entitled to regard discount facilities as a right, and Tooke 
]n’cssed his point against the vitiws of some of the Directorate 
of the Bank itself. This view, of course, is one which requires 
to be reconciled with the other tenet of central banli policy, that 
in time of crisis the Bank should lend freely if for no otlier reason 
than that of maintaining its own safety. 

The development of Bank of thigland ])olicy in this period is 
important. In 1810 the (.^ourt of the Bank repudiated the 
doctrine that it was possible by contracting its issues “ to obtain 
a favourable turn in tiie exchanges, and a consequent influx 
of tlic precious metals.” height years later that resolution was 
r(‘scinded on the motion of Mr. Ward, who in 1832 declared that 
no member of the Ikank would deny the opinion that it “ should 
conduet itself, in its issues, ^^ith reference to the state of the 
foreign exchanges and the bullion market.” 'I'hc Bank was now 
pursuing a less ‘‘ passive ” jmlicy. In 1825 it endeavoured by 
h'nding I'reely to allay the crisis of that year, and by 1829 it was 
on(l«'a\ onring to “ n'gularise tlie iknv of funds to the money 
market." These and other steps marked the departure from 
tiu' earlier anti-bullionist attitude which its Directors had adopted. 
By 1832 the Bank was ciuidueling its issues on the ])rinciple of a 
33 • ])er c('nl . cash reserve, the eireulation of the ooiintr}",” 
aceording to Jlorsley Palmer, “so far as the same may depend 
upon tile. l>ank, iieing subsequently regulated by the action of the 
I'oreign Exchanges.” l>ul here again the main role of the Bank 
was to be passi\ (*. it was to be left " to tlu' Public to use the 
[lower wiiieh tliey possess, of returning Bank pajior for bullion. 
Special circamslanees apart, the Bank would not iorcibly 
(•(uitract their issues by a sale of securities, during an unfavourable 
<'ou]\se of e.xchange . . . or foreibly oxteml their issues wlicn the 
exeliango was favourable.” It was also argued that it was 
desirable to stabilise the volume of seeurities so that the public 
would be able to “ act for themselves ’ both when gold was 
coming in and when it was giving out. But, of course, as looke 
himself ]ioiiited out, a stabilised reserve ratio was not consistent 
with a stabilised volume of securities, and ii\ fact it was the latter 
rather tlian the former which was really jireservcd. 

The ]}ank's policy as outliiKHl in 1832 leads on to the xVet of 

l^tl. To stabilise the volume of securities and at the same time 

R 2 
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to allow the public to determine the fluctuations in the note issue 
seemed to warrant the separation of the two departments of the 
i^ank, and that was reinforced by the view that deposits were not 
“ money/’ Overstone's famous remark may be recalled, that 
‘‘ the principles upon which these two branches of business {i.e, 
note issue and deposit banking) ought to be conducted are per- 
fectly distinct, and never can be reduced to one and the same 
rule/’ Tooke also, in the third volume, distinguished between 
notes and deposits, but he did not «approve the proposal to scx)aratc 
the two departments. If it had been the only means of “ pre- 
serving inviolable the convertibility of the paper, which I hold 
to be the condition sine qmi non of any sound system of currency/’ 
he would have agreed to the pro[)osal. But that he doubted, 
and even if it succeeded in preserving convertibility for notes 
the separation might “ under some conceivable circumstances 
be attended with a whimsical effect.” The Banking Department 
might be obliged to stop payment while the Issue Department 
went on as usual. “ Upon the whole,” lie concluded, “ I cannot 
help thinking, with great deference to the deservedly high authority 
of those pei’sons who have recommead(‘d such separation . . . 
that if such separation could be carried completely into elfeet, 
which seems to be doubtful, the system would not be found to 
work so well . . . as the system of union of the two departments, 
provided that the system as it exists in that resj)oct (^ould bo guarded 
from such danger of susjiension of convertibility as we have now 
so narrowly escaped,” And he goes on to suggest that the Biink 
should “ undertake to hold in reserve a much higher averaizc; 
amount of bullion” than had hitherto been deemed nccessaiv. 
The Act of 1844 was bitterly attacked. “ Viewing it sim])ly as nn 
act of the defunct parliament, I am entitled to exjuess mys(‘lf 
freely ujion it, and I therefore venturii to say that it is, in my 
opinion, one of the most wanton, Unadvised, pedantic and ^’ash 
pieces of legislation that has over come within my observation, 
upon a matter which I had taken some pains to make mysell 
acquainted with.” The immediate experience after 1814 seemed 
to warrant strictures of this kind, but it is a controversial [)oinl 
as to how far that immediate experience was due to the changes 
brought about by the Act of 1844, or how far it was due to the 
policy of the Directors of the Bank. 

One minor misprint may be noted. On p. 48 of tlu 
Introduction the reference in the footnote should be to Nol. 
II of the History, 

The University, D. T. Jack 

St. Andrews, 
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Currency and Credit. By R. G. Hawtrey. Third edition. 1928. 

(Longmans, Green & Co., Pp. x + 477.) 

Mr. Hawtrey has produced a new edition of his Currency and 
Credit. Every student of economics ought to take the opportunity 
of re-reading this monumental work. Under the guise of a dis- 
cursive essay it is in fact a systematic treatise on fundamental 
jmncijdes. The obscure and sometimes AM,gue or tortuous style 
of the opening chapters resolves, as the book proceeds, into fine 
vigorous lucidity. Mr. Hawtrey has his own idiom. It turns out 
to be serviceable and compendious. A limited set of expressions, 
once defined, suffice for the vast manifold of problems which he 
propounds. He gives full measure; exploring every possible 
variation of circumstance, he is driven into repetition occasionally, 
but he is never tedious. 

Mr. Hawtrey has rewritten part of the old book and has intro- 
duced some new chapters. Tlie substance of his theoretical 
analysis remains tlu* sam(\ His historical sections, now divided 
off into a Part 1 1, are most brilliant. They are an excellent illus- 
tration of the value of theory to the historian. Every researcher 
into the annals of coinage or banking would do well to make the 
study of (^nrrcncn and ('ml if a ])ropa?deutic to his work. For 
unless the historian has a thorough understanding of monetary 
causation, his history not only is not interesting, but is not 
liistory, and is indeed quite meaningless. Mr. Hawtrey sets a 
new standard for work of tin's kind. 

In his new critical chapter, which contains much that is 
interesting, ho brushes aside the W(^rk of others a little unfairly. 
For instance, ho condemns Professor Fisher for including rights 
to receive money, such as bonds and debentures, in the term T 
of his well-known formula (p. 37). But in his own final pronouncc- 
nient Mr. Hawtrey says (p. 59), “ the price level is proportional 
to the Consumers’ Outlay and inversely ])roportional to the 
quantity of goods (including capital goods) bought by consumers 
per unit of time,” and again (p. 90), ** here we have a form of the 
quantity theory which employs a quite definite index-number, 
weighted according to quantities consumed,” and on p. 4i) lie 
writes, “ it must be understood that ’ consumer ' includes 
‘ investor.’ ” Does Mr. Hawtrey deny that the consumer some- 
times lays his money out by investing in M ar Loan ? Then the 
price of War Loan must be included in his ** quite definite index- 
number,” and more rights to receive money must be included 
in the ‘‘ quantity of goods bought by consumers per unit of time,” 
although the inclusion of such transactions is “ absurd ” (p. 37). 
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Mr. Hawtrey has not found a way out of the difficulties which 
beset Professor Fisher and falls victim to his own condemnation. 

Of the formulae of Professor Pigou and Mr. Keynes he com- 
plains that they “ involve comparisons of the wealth value of the 
unspent margin at diflerent times. In such comparisons a ])rice 
index is an essential factor, but they leave the index undeter- 
mined.” They do not involve ” thoiigli no doubt they arc 
intended to bo used for such comparison. Ihey dilTer from 
Professor Fisher’s in that the time element does not enter into any 
of their terms. Moreover, they arc valid whale vor price index is 
used, provided that the same index is used on both sides of the 
equation. ^Ir. Hawtrey does not himself attain a satisfactory 
solution of the in-oblem either of index-numbers or of the con- 
struction of a suitable formula (ef. X)p. 00-03). 

Of greater intere.st is his concluding paragraph. “ ]Mr. Keynes 
suggests that the individual in settling his cash balance' would take 
account of the cost of living. But in reality ('vervonc settles 
what margin of uns])ent j)urchasing pow(‘r he shall ke(‘p by n‘fer- 
ence to his prospective receipts and payments in monetary units. 
The wealth value of the units is not itself part of the eahuilation.” 
This would 1)0 true of the individual resolved, say. lu'ver to ovei*- 
draw, or never to overdraw more than a certain number of pounds. 
But is not the number of pounds by which an individual ehoo.si's to 
let himself ])C overdrawn at the time of maximum (‘X])(‘nditui‘o 
a function of the value of the pound ? 

It is surprising to find that on (Hieasioii even ^Ir. Hawtrey 
can fall unawares Ix'fore the people. In .seeking to nlate the 
price l(?V(‘l to the unspent margin, he u rites. “ Consumers’ Outhty 
is x)roportional jointly to the unspemt maigin and the. circuit 
velocity of money.” The circuit velocity of money is defined 
CoiLSUmers’ Outlay/unspent margin. What value does .Mi 
Hawtrey attach to the proposition, Consumers’ Outlay is jiro- 
portional jointly to the uns})eiit margin and the Consuimrs’ 
Outlay /the unspent margin? He is able to infer from it the 
propo.sition which prof(?sses to relate the price level to the unspent 
margin : the price level varies (lirecthj as the iinsjxmt margin 
and the Consumers’ Outlay /the unspent margin . . . (pp. T)!) GU). 

Mr. Haw'trey has fascinating chapters on Inflation and the 
aftermath. In discussing our return to the gold standard lie 
writes : 

“ Any permanent gain could only bo derived from the 
high bank rate through a contraction of credit and an enham^c- 
inent of the wealth value of the pound. That, indeed, 
occurred. The price index fell from 17M in January 
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to 143-G in April 1020, and (after the coal dispute) to 140*0 
in March 1027. But a great jiart of the effect was nullified 
by a fall in the American i)rice level. The index fell from 
161*0 in March 1025 to 145*3 in Mrin;h 1027. The value of 
the i)ound was l)eing forced up, but the objective aimed at 
was receding.” 

He concludes incisiv^ely thus : 

'J'here has Ix'cn a coriilir^t between the cheap money 
poluiy of New York and tlui dear nujiiey polic}' of London, 
and the latter has prevail(‘d owing to the international 
potency of the London discount market. The r(‘sult has 
been a departure from the stabilisation policy of the Federal 
Reserve Banks. The departure has been less marked than in 
1024. The fall of pi-icc's, after allowance has been made for 
non-nionetary factors such as the abundant ct)tton crop, has 
l)een less. ^riie. falling off of production has been slight. The 
injurious eff(‘cts have not been .serious, because the credit 
n‘slrictiou has only readied the Ujiited States in a diluted 
form. 

’* In Fngland and Eurripe llio (‘ll’ects liav(^ been much 
more cons[>icuous. The net progress in Fngland towards 
th(* eliiiiinalion of unemployment since the 4 per cent, bank 
rate was made effective in July 1024 has been vil. ” 

It is difficult to follow 31 r. Rawlrey in laJieving that the 
Tu'deral Resej ve system, with its vast stoc k of surplus gold giving 
it a ])owcr to ex})and and eoutraet credit on a great scale, which 
the Bank of Fngland does not y)o.<sess. is uiuible to c*ontrol the 
(‘onsiuners’ Outlay and the unspent margin of its own people. 
Tlie big opmi market operations in the autumn of 1027 made 
r.S. p; ices take a turn in the o|>poMte direction, in spite of the fact 
that our bank rate was not reduced. 

But there is a more fundamental point whidi 3Ir. Hawtrey 
does not touch on. It cannot be expected that progress in per 
caput production will be the same in all countries. Progress is a 
function of the rate of accumulation, uhich is its('lf a function 
of the ratio of the volume of existing accumulation to the ]>opula- 
tiou and of the ratio of available natural resources to the popula- 
tion. Where accumulation is large and natural resources extensive 
ilio rate of progress must be expected to bo high. Mr. Hawtrey’s 
conception of the proper monetary policy is that it should always 
steer between inflation and della t ion ; a narrow route is marked 
out for it, the route of stable prices. In his ooncliiding pages he 
raises the question whether the value of the monetary unit should 



244 


THE ECONOMIC JOURNAL 


[JUNE 


be fixed in terms of goods or in terms of human effort (p. 451), 
whether the prices of commodities or of services should be stable ; 
but he seems to regard this as a Utopian puzzle and not of 
immediate importance. Yet even at tlic present time the paths 
of stable commodity pi‘iees and of stable money wages are in 
some countries widel\' di\'ergent. Which is tJie path to be taken 
in order to avoid inflation and deflation, in order to cure the 
‘‘ inherent instability of credit ” ? Mr. llawtrey does not show that 
the price of services ought to be altogether excluded from the 
index -number v hich it is proposed to stabilise. But if it is to have 
some place, the commoditv-})ricc policy required in coimfries 
with different rales of ])rogress is diflVu’ent. '^I’he country of high 
progress will need to have its commodity prices falling more or 
rising less than will less })rogrossive countries. Tf this is so, the 
course of commodity prices required to avoid inllation in the 
United States would ])roduce depression here. May not tliis be a 
reason why the fall of 1925--7 ])roduced diUVrcnt (‘iTccts in the two 
countries ? ^Vith productivity increasing at a rale in the Unit(*rl 
States which allowed real w'ages to rise considerably, some fall in 
commodity prices^ may have been necessary to avoid inllation. 
The same fall in prices occurring licre would, since our rate of 
progress is less rapid, naturally produce d(‘[>res.vion. For tlu' 
same reason, a fall in wage's, unniNTssary in the United Stales, 
w'ould be required here ; in the absence of such a fall, the de])rcssi()n 
w^ould be intensified. Mr. Hawtrey lays si ress on the fac't that tlu‘ 
fall in prices w as greater here. Would tliis alone account f()r 1h<‘ 
great difference in our positions at the end of liv(^ yiairs, had not 
the more fundamental cause been working against us { A policy 
which makes tlu? moan of commodity prices and .servi(?o prices 
stable in the United State.s makes it fall hero, if both counties 
have the .same standard. Jf a given Ixdiaviour of tin* mean 
required to avoid Scylla and Uharybdis. (‘ithf'r this country must 
run on Scylla ru’ the Unit(‘d States on (,‘haj‘ybdis. 

Mr. llawtrey does not (*onsidcr tlii.s ])r()blem. lie lias long 
been the brilliaiit advocate of the ])olicy of international co- 
operation in order to stabilise the comnioditv vfilue of gold. Sue)) 
a policy would remove the blatancies of juu-war credit fluctuation. 
It would be a great improvement. It may be the best policy 
wc can hop(; for. Is it absolutely thi' best i 

It. F. Harrod 

Christ Church j 
Oxford, 

* Mr. Hiiwtr(;y\s figures givo an oxapp[cratoil idea of fall. jMarch 1020 vas 
tho peak of high prir-es, and Mareh 1927 almo.st tho lowt?st point in the 
years in the U.S. 
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Statistical Laws of Deinarul ami Supply^ with special application 
to Sugar. By Henry Scjkultz. (niiicago. Tllinois : The 
University of Chicago Press. 1928. xx -f 228 pp.) 

Professor ScJHUiyrz’s purpose is to give numerical and 
algebraic form to the demand functirm and to the supply function, 
by the use of modern statistical metliods. For illustration of 
method he chooses the statistics of the supply, consumption and 
price of sugar in the United States in the years 1800 to 1914. 
The evident difficulty in obtaining statistics for the ordinary supply 
and demand curves is that these refer to a series of piiees at one 
instant, only one term of wliieli is realised, and that more terms 
can only bo obtained when some of tlie circumstances which 
determine price must have changed. After discussion of various 
forms and meanings of these curves, the author, following the 
juathematical school, writes the law of demand in the form ^ 

“ where and are, res])eetively, the price and the fpiantily 

of the commodity in qiu'stion, and ,i\,, .r.j i\ are th(' prices 

of other commodities." This is a static law. but it can at once be 
made dynamic by introducing a variable, {, for time within tlu‘ 
function. Tlien with sufficient ohservations it would be possible 
to find a form for the fumdion, and so ex])ress the price of a 
commodity as a known function of the quantity bought, for any 
assigned values of the roinamiiig .r's and of t. “ In practice only 
a small advantage is gained by eonsuhn'ing more than the first 
few liighly associated variables," and Professor Schultz in this 
l)Ook iiev'cr uses more than four A^ariables after disposing of the 
time variable. In dealing with demand, in fact, he ignores the 
individual ])riees of all other commodities but sugar, on the 
ground that the dominant factors are ‘‘ the growing popularity of 
•sugar as an aiaielo of et>nsuinption. the increasing po])nlation. 
and the changes in the general pri(‘e level." 

At this stage it must be remarked tliat the equation written 
above assumes that the form of / is constant, atul that any 
arithmetical coefficients involvtal are also constant ; it is, in fact, 
derived from a hypothetical constant utility surface. '* Growing 
popularity ” presumably implies tliat the utility function of all 
commodities has hcen in course of time moditied, so tliat the 
demand for sugar has become more intemse relatively to other 
goods, or has changed in some other way. It- is. in any case, 
hardly reasonable to assume that the general utility function of the 

* I should hftvo expected to find q'.iantitios insterul of prices for , x„ 
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pojHilation in 1914 is tlie same as that in 1910. If wo take two 
commodities x and y only, and suppose the utility function to be 

u ~ ax^ + 2hxy + by^, 

one of the simplest possible forms, then a, h and h presumably 
vary with and we ou^lit to write the e([U!itiou 

'({ — . :r- -| 2hi . xy |- y^. 

One of the methods used by Professor Seliultz for eliminating 
t is equivalent to Avriting x Jx{t)+x\ arul y /.,{() -[ if, but this 
docs not transform tlie first of the equations just written into the 
second, unless h is zero, or A- -- ah. 

The elimination of / is accojujdislied in this Avoik by alterna- 
tive methods. Tl]e first is that of “ link relatives,” Avhen^ the 
variables operated on arc the ratios of the quant iti(‘s in one year 
to those of the preceding year, so that the resiiUing equation 
expresses the change in consumption from one year to another 
t'lat is connected Avith a change in price, dlie st'cond is that of 
finding the trends <^f all the A'ariables conccr tied, and ex[)res.sing 
the A'alues in each year as ratios of the normal value in that year 
as measured ])y the trend. Tlie first of these methods siauus tolx' 
open to the haist objeidion. for the ratio from one yvwv to tlie next 
is presumably very slightly aficcted i>y a givulual change' in the 
utility function. 

The statistical analysis is first applied to total consumption of 
sugar and actual prices, using first link-relatives and then trends. 
By the one method points an^ plotted wJiose ordinates may hr* 
Avritton ~ pf and abscissae ;r,. Avhere p^ anrl :i\ stand 

for price and quantity in the year. In the other method tlie 
ordinate may he Avithin p^ tt,, Avhero tt^ is tlie jirieo given by ih*' 
trend, and the abscissa* a) -y where is Uk* trend quaiitit\ 
In each case tlicre is a careful statistical discussion as to the be-: 
equation to be assigned for a line ])assing as neaily as possible t*- 
the points. This approach no doubt gives a statistical n'SiiU 
but it is AXTy difficult to relate it to a demand cur\'e in any dofinal)!*’ 
sense; for not only have changes in quantities and jirice.s of fdl 
commodities but sugar been ignored, but also it is assumed tlu‘i' 
the effects of the change of population and the change in the 
value of money arc* nogligihic in tlie course of a year. By this 
summary method avc are taken very far from the first assumption 
of a utility function. 

The second approach is by ojieratiug on the per capita, instead 
of tlie total, consumption, and the “ real ” jiricc, obtained by 
dividing the money price by a general iride.K number of whole- 
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sale prices. Both tlio link and the trend methods are again used. 
Here we can connect the resulting equation with tlie hypothesis 
more closely. It is easier to imagine an average American’s 
utility surface tlian one for all Americans. The introduction of a 
general price, a linear function of x.^ . . . is equivalent to 
giving a special form to the equation in tlie iij st paragraph above, 
viz. : 

*0 ^0 X fi^l) ' ‘ («2a-2 + -i- • . . "«a-„) X f(Xi) 

where etc., are tlie weights us{?(l in ihr? wholesale index- 

number. Professor Schultz, however, does ncjt point out that this 
is the form. 

\V(‘ thus obtain a numb(*r of possible equations for a demand 
curve for sugar. From any of tliem the elasticity of demand can 
be at once written down at any ])ar(i(*ular price or for any x>ar- 
tieiilar rate of consumption. It is ])oinled out that unless a curve 
of the form y : is taken {and in general liere it is rejected 

in favour of a straight line) the elasticity is not constant, Imt is a 
fnnetioii of the y)riee (or of the rate of consumption). Tn the last 
chapter the importance of the inea>urcment of elasticity in 
relation to ta.xatiou is ernpliasised. with nimierieal exainjdes. 

The statistical anahvis in relation to the s\ipply curve is 
similar, except that it is extended to include imported and domestic 
production as vuria))les, and is com]>lieated by the question of 
the dates of the prices wliieh aie relevant to assigned dates of 
production. 

This is not the place to review the very ingenious and thorough 
statistical analysis hy which the valiant methods are worked 
out and compared. It is suiheient to say that all further workers 
in tins Held will b(* inneh liel])ed by Professor l>ehultz*s experi- 
ments. ^ Hut granted that an adi'qnate numerical apparatus is 
now provid('d, tJiere remains the dilHeulty of securing enough data 
to establish the equations of the curve. Xo douiit with perfectly 
rt‘l(^vant material the central part of the curve can he estahlishod 
in llic basis of onh' twenty-live points, as in this >tndy, witli sulli- 
eient accuracy to measure the ela>tieity in the rt'gion of prices 
which actually occur. But it is ilillieiill to obtain such statistics 
for many commodities, and it is certain that in so long a. period 
as twenty -five years the foundations of tlu* problem will have 
changed, in a manner wliich, as indicated above, is not necessarily 
neutralised by trends or relatives, ^ilie claim that ' our data, 
though extending over a [>oriod of years, ma}', w hen thus adjusted, 

' Note that ill Iho formula for Nn ftt tlio bottom of j). 43 -f- <7y* is a misprint 
or -- ay^ under the radieivl sign. 



248 


THE ECONOMIC JOURNAL 


[JUNE 

be conceived of as representing approximately observations taken 
at a given point in time — at least for practical purposes,’’ should 
not be too readily conceded. If, on the other hand, we took prices 
in successive weeks or months, there would be the further difficulty 
of eliminating seasonal variation, and of cornkition between 
neighbouring entries. 

Space does not allow consideration of the non-mathematical 
theory discussed in this book, nor of the autlior's interesting criti- 
cism of some American canons of taxation. We may, liowevcr, 

note the ingenious suggestion to define elasticity as 

so to get over tlie difficulty, at least for the curv'^e y -- 
between point ” and are ” elasticity. 

A. L. Bowlky 


Economic Factors in Modern Life. By Sir Josiail Sta:mi». 

(King. Pp. vii + 279. 10 a\ fiJ.) 

In this volume Sir Josinli Stamp lias gatlu'red tog(*tlier a 
number of recent addresses on matt(‘rs of gi‘neral interest. 1’he 
range coviTed is a wide one. Papers on icsthetics, inherilance, 
inventions, amalgamations, industrial co-operation and statistical 
method are included in the collection. But a (‘(U'tain unity ])er- 
vades the whole, partly l)eeau.so, a.s an economist, Sir Josiah 
continually applies the general economic ti’chnique of aiuilysis, 
partly becau.se, as an administrator, or a.s a man of atTairs, lie has 
come into intimate contact witli each of the siilijects dealt with. 
Needless to say. the re.sult is a work as signilieant foi* economi.sts 
as each of the addrc's.ses must hav(j been ent(*rtaining for tln^ 
audiences to whom they w'ere delivenal. Sir »Iosiah touches 
nothing that he doe.s not in some way illuminate. The trcai- 
ment, as is ajipropriate in a colhiction of addresses, is suggesti^' 
rather than systematic. Put a page from Sir Josiah's notebook 
is woith a chapt(‘r by men of less lively imagination; and tin 
academic economist, plagued by graduate.s clamouring for .sub 
jects for a thesis, will not quarrel with Sir Josiah for not having 
worked to the bitter end every one of the rich veins of new 
material he uncovers in each paper, Tliis liook might well serve 
as an acid test for candidates for higher degrce.s. If tlie aspirant 
thesis-monger cannot hit on .something hero which shall fire tin* 
fuel of his imagination and fill him with th(^ itch for new creation, 
it is safe to say he had better not writ(i at all. The root of the 
matter is obviously not in liim. 

Some of the longo.st papers in the collection are known already 
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and demand no further advertisement. The Rede Lecture on 
Stimulus has been published separately and reviewed in these 
pages (June 1928) by an abler pen tliaii the present reviewer’s. 
The Presidential address to Section F of tho British Association 
on Inheritance has appeared already in this Journal, and is 
recognised by all as a contril)ution of first-rate im})ortauce. The 
paper on Inventions, however, which deals with a branch of our 
subject almost equally neglected and almost ecpially important, 
so far as I know has not been made generally available before. 
This is a seminal paper. As in the oasi^ of Inheritance, Sir 
Josiah expressly disclaims any ])retcnsions to exhaustivetiess, but 
the thirty pages he devotes to tlie subject are pack(*d with hints 
for more systematic development, and in one or two places, 
notably in the sections headed The Inlliienco of (Juality of 
Machinery ” and “ The Effect of Invention on Economic Profit,” 
ho seems to me defiuitely to break new ground. Tlio precise 
im])lieations of his doctriu(‘ of a })alauee of different kinds of 
invention as a desideratum of ordt'rly progress remain to some 
extent obscure, but its value as an instrument for analysing certain 
phcjiomcna of a society of ineompli‘te industrial mobility is clear. 
This is a paper which well repays a second or evcui a third reading. 

Of the remainder, there are perhaps two which call for special 
notice, that on .Esthetics and tliat on Statistical Method. In 
spite of its great p(‘rsonal interest and charm, the paper on 
.Ksthetics does not seem to me to rise to the high level of its 
eomj)anions. Needless to say. with its substance, the desirability 
of considering values other than the immediate values of the 
luarket-place. there should be complete agixamicait. Ihit tlie form 
in which this thesis is cast, the argument by which it is supported, 
do not seem e(pially convincing. I cannot persuade myself that 
Sir Josiah’s delimitation of the respt'ctive sjdieri's of aesthetics 
and economics is a just one. Nor can 1 bring myself to believe 
that the harmony between the spheres so tlrli mitral is so inevitable 
as he suggests. If ecoiioinics is concerned uith tJie p/‘ocuriiig 
of material welfare — although, in spite of the almost over- 
wludming authority behind it, I cannot regard this as an a])pro- 
jaiate conception of our science then, it seems to me to be 
eoiitrary to mucli ox])erieiice and all a priori probability to urge 
that norms based on its findings are necessarily in liarmony with 
norms based on studies of other forms of welfare. But this is 
i'' matter calling not for review but for much more extensive 
treatment. 

On the paper on Statistical Method — the Sidney Ball Lecture 
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on Tho Statistical V’^orification of Social and Economic ''J.licory — 
disagreement is of a dittercnt order. With most of what Sir 
Josiah sa 5 ^s about the desirability of quantitative investigations 
and the influence of statistical technique on tlio form of future 
dovelopjncnts of abstract theory, most of us — including those 
domiciled at Oxford — will be in complete ugreement. We might 
protest that Sir Josiah gives too much countenance to the pseudo- 
novelties of Dr. AWslcy Mitchell and tlie institutionalists. After 
allj in England at any rate, the best theorists have not infre- 
<iucntly been also the best statisticians (who first discovered 
the method of chain averaging, or the uses of the geometrical 
mean ?)? ‘Hid Sir Josiah's own example earlier in the book might 
be cited as evidence that in some spheres at any rate the ])ossi- 
bilitics of qualitative analysis are not (^xliaustcd. Jbit tlu*se are 
matters of emphasis about which great dis])ute is unprofitable. 
AVhat is more to be regretted is that Sir Josiah shoidd ha\'e allowed 
ins original criticism of the economies curricudnm at Oxford to be 
reprinted uncorrecttMl. Whatever may hav(' ))(hmi the ease at tin* 
time the lecture was delivered, it is simply not true to-day to say 
that “ tlie desirability of some training in published statistical 
data and in technique is not recogm’s(*(l and it is sunJy most 
iinfortiiiiale that this statement, with all the weight of Sir Josiali’s 
authority behind it, should be given the permanence whicli is 
likely to be achieved by these essays. 

LlUNEIi UoUHlNS 

New College, 

April, IDlM). 


The Ecovom ics of JluH Trans porl i n (Jrcjil Jlrllain , VV»1. 1. 1 1 is! f <ry 

and Dcvelo])menl. Yol. II. Hates and Serviee. Hy VI. iv 
SjrEUHJxoTOX. 2 vols. (London; Edward Arnold ‘V 
VJ2H. rp. vii -j- 28J and vii J JJ2. Index to eacJi vol. 
12s. 6(/. per vol.) 

fl'iiis is an aml)itious work, comprising a long bislorieal seciioit 
followed by sonu! scvc^nty pages dealing with the development ol 
the permanent way and of the steam locomotive, and witn 
carriage and wagon design. Two chapters on the growth of 
(Jovernn}ent regulation follow, com])lcting the first volimie. 
The second volume opens much as the first does, with n rovi(*w 
of the economic function of railway transport, and then, in wJiat. 
is practically a series of essays (or possibly lectures?), various 
railway questions arc discussed. Some of them, such as railway 
financC; traffic control, train operation, electric traction and tlic 
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Kailway Clearing House, relate to the internal affairs of the 
railway companies, while others, on such subjects as the railways 
and the trader, road competition and State ownership, concern 
the external relations of the railways. 'I’jic chapters arc not, 
however, grouped under tliese licadings. 

The book covers mucli ground and tlie aiitJior is obviously 
well versed in technical matters; he has a grasp of o])erating 
ju’oblems and (experience in 7\m(u*ican as well as Englisli railway 
w'OT'king. riis short (;hapter on co-o])eration between trackers 
and railway companies is ex{‘(‘llent in its comparisons of advisory 
organisations in diffcnait countries; it might well have been 
(b'veloped at greater length and an attempt made to sugg(\st a 
solution of the problem in this country. 

For the rest, however, the book is disappointing. The 
historical section is full of detail, but often to the exclusion of 
generalisations that would link u]) the facts and make them 
interesting. 'Thus, in the (‘Iiapt(T on tlui “ HirtJi of the British 
Railways,” a brief review^ of (*anal history ii]) to 1S(K) is essential 
1o the understanding of the earliest railway (b‘velopments. Mr. 
SluTrington follows other writers in beginning his story w ith the 
Surrey Iron Kaihvay of 1801, and dot's not refer to the examples 
of vtTy similar 2)ow('rs granted to (\anal (?om])anies during the 
previous tweuly-five years. Our raihvays began as keders to 
the canals, and many features of early railway liistory — for 
(‘xainplo, the jm>vision that the railway should be o])en to ail 
carriers — are readily exjdained when onet? it is realised that the 
('arly Acts merely reproduced the elaiises that liad been stan- 
danltscd in earlier Oaiiai and 'rurn})ike Acts. AnulhiT important 
(‘conoinio factor that (explains many developments eff road, canal, 
and early railway transp(»rt acu-oss tlu' south tff England was 
the difficulty of the Ihiglish Ohannel f(w sailing ships. The 
]>rinciple of oombinalion might also have bemi iisc'd as a central 
tlKune. Idle history of railways becomes a coiineeted one, 
something more than a ebroniele of local developments, it it is 
tieated as an economic }>roe('ss that })rodue(‘d our juesent four 
grouj)s out of many liundreds of kuviU disjointed c(un panics, and 
the discussion of the question whether the four systems are but 
a ste}> towards a single nationalised railway comes in appositely 
when the story is (leveloi)ed in this way. Actually Mr. 8iierring- 
toii breaks up the liistory of the railways in a manner that must 
he. confusing to readers who are. not already familiar wdtli the 
grouping arrangements effected in 1921. In Chapter 111, for 
instance, under the heading “ Southern Kaihvay," he gives the 
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Jiistory of the various companies whicli form that group, but how 
the '' Southern ’’ itself came into existence is only explained 
indirectly in Chapter XII ; and similarly with the other three 
compaiiii's. Instc'ad of taking it for granted that his readers 
knew what the Railways Act of 1921 had accomplished, he would 
have done better had he worked up to tlie grouping then effected 
and made it the (udmiiiating point in a comparatively short 
historical sketch. Ri])Ie>'’s historical survey of transportation 
in the United States (Railrmds : Rates and Regulations) is a 
model worth studying. 

What is really wanted in a comprehensive work on the 
('conomics of railw ay trans})ort is a i*eview of the special features 
of railway development in this country, an analysis of the position 
wc have now reac^hed — Ihe peculiarly British comj)roi7Use between 
private ownership and ever-increasing vState control — and then, 
the essential part of the study, a scientilic (‘xamination of the 
problems that confront the railways. Uxeursions into ratlier 
juvenile economies on the general question of the function of 
transport are unnecessary. Marshalhs treatnuait of tlie <] nest ion 
in Imh’siry and Trade can liardly l>(‘ equalled, or the student can 
turn to the very practical analysis of Professor Sc^Iigman, whosi' 
definition of transportation as including thf‘ transmission of 
intelligence suggests a field not covcrcal by ^Ir. Sherrington. 
The latter invites criticism wIk'U in bis opening words he says. 

Transportation may be defim'd as th(‘ carriage of pen-sons and 
goods from places wliero they are less useful to j)Iaces wJiere tJu-y 
are more useful.” 

The railways to-day would sennn to be at the lowest (d)l) ol 
their fortunes, facing iinmen.sely dilHcult probhnns of internal 
adjustment and reoiganisation with external conditions unfavour- 
able, and the country on the uhole unsympatlietio and iucliic": 
to vrite off the iviilways in favour of motor transport. Yet tlios' 
who look beneath the surface may find reasons for thinking that 
the turning-point ha.s been reached and that the very strcnuoir 
if not always very skilful efforts which railway managenumts 
have made during the last few years are now being rt-wardc^J 
with some measure of suece.ss. (troufu/ig meant much dish^ia 
tion and, carried out as it was by mere human beings with little 
of the superman about them, mucJi discontent also. Scrvict^ 
conditions wore altered, and up and down the railway lines of 
the country innumerable pinpricks brought into being a railway 
j>er.sonncl that was rather disgruntled, less loyal than of old, 
and naturally disinclined to assume any responsibility that 
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belonged elsewhere ; an unfortunate enviionment for the railway 
manager who was trying to remodel his line, and one that during 
a period of transition in operating practice must make the risk 
of accidents more serious. 

These diilicultics are disappearing as the amalgamation of 
stalls becomes effective, just as in much less difficult circum- 
stances it was gradually accomplished in the big bank amalgama- 
tions. The temporary expedients adopted wlien the present 
railway companies were foinied — large and unco-ordinated 
Boards of Directors, joint managers, and the line of least resist- 
ance generally — are being replaced by efficient organisations. 
One cannot imagine that 8ir fJosiah Stamp will fail to leave his 
mark on the L.M. & S. Itailway, and the mere fact that he was 
called in to preside over one of the great companies throws light 
on the effort that is being made to tackle railway questions in a 
scientilic manner. 

A work on tlie e(?onomics of railway transport in this country 
is incoinpleto without a detailed examination of the problems 
and results of grouping, and wo feel that Mr. yhenington, who 
has many qualilicatious for the task, sliould have given it far 
more consideration, ih C. Cleveland Stevens 

The Problem of Molar Transport: an Economic Analysis. By 
CniusTOPiiER 'V. Bkunnek, M.A. (London: Ernest Beiin. 
1928. Pp. 187, Svo. 12.S. Gd. net.) 

It was onl}’ in 1885 tliat the light internal combustion engine 
uas invented, and up to the end of the eentnj\y the pioneers 
of motoring remained a laughing-stock and a butt for abuse, 
i'lie Motor Car Act of 1903, which allowed a speed of twtmty 
miles an hour, marked the .stage of recognition, but the decisive 
public event in the progress of the. new form of transport was 
the formation of the Road Board in 1909 and the rearrangement 
of motor taxation which the Finance Act of that year effected. 
The main history of motor transport can therefore i)e said to go 
l)ack only twenty years, and has yet to be written. The subject 
is ultra-modern, and in attempting an economic analysis of it 
Mr. Brunner has had to work out for himself the method and 
order of* treatment, for there was no standard work or text-book 
that could bo taken as a model. Statistical information is also 
lacking; traffic ligures, etc. are available in various official 
reports, but there is as yet no regular scries of annual returns 
going back far enough to make a basis for comparisons. Under 
these circumstances the writer who inereh' collects the scattered 
No. 154. — VOL. XXXIX. 
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facts appertaining to the subject is doing useful work, but when 
he succeeds, as Mr. Brunner has done, in putting them together* 
in readable form and as the ground-work of much interesting and 
thoughtful economic criticism, he deserves to be congratulated. 

The book is excellent, both from a general point of view and 
as a text-book on a question of first-rate importance. There is 
a brief historical sketch in which the main points are well 
emphasised, chapters on private and commercial cars, on urban 
passenger traflic, road and rail transport, road construction and 
administration, taxation, etc. For the most part the matter is 
well chosen, and irrelevant detail is excluded, though the analysis 
of charabanc traflic scorns unnecessary and there is a little 
repetition in the chapter on commercial goods vehicles. In 
places one may feel that Mr. Brunner lays too much stress on 
the undesirability of horse-drawn vehicles in urban areas, and 
on the propriety of taxing them, but he is right in emphasising 
a matter that is at the root of traffic congestion, and if it is true 
that horse transport is a(dually increasing in London, because it 
is cheaper for short hauls in crowded streets, the suggestion (^f 
an adequate tax is quite n^asonable. His attitude towards the 
railways is ])erhaps a little superior, though it cannot be said he 
is definitely i)artisan against them in their struggle to meet 
motor competition. Far frojn it; in dealing with the Koad 
Powers Bill which the raihvays promoted last year, he points 
out the wisdom of the companies in taking Ihess and public 
into their confidence, allows without reserve that the railways’ 
request for road powers is reasonable, and correctly anticipates 
the success of the Bill. He is, however, most critical of th(' 
railways’ argument that they arc unfairly treated in the matter 
of rates, and carries the war right into their country, concluding, 
it is not unfair to say that the railways are being subsidise-: 
by the road transport interests.” 

One cannot always agree with Mr. Brunner. He appear^, 
for instance, to exaggerate the inelasticity of demand for gooii^ 
traffic, not allowing sufficiently for the effect of improved facilities. 
His dictum that a monopoly of road transport is inconceivable 
requires to be qualified as regards a limited area, such as tb<'d 
controlled by the L.G.O.C., and it is not easy to accept his view 
that motor transport provides more employment than rail trans- 
port. But his treatment of the subject throughout is stimulating 
and thoughtful, so that one can agree to differ here and there 
and still thoroughly appreciate the book. The only thing against 
it is the ])rice, which i.s prohibitive for a short text-book. 

E, C. Cleveland Stevens 
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The Railway Policy of South Africa, By S. Herbert Frankel. 

(Johannesburg: Hortors Limited; London: Longmans, 

Green & Co. Pp. xvii + 367. 25. cloth, I 5 . paper.) 

Recall to mind the major traditional tendencies of national^ 
ised railways; select those due to political influences; place 
them in a South African setting, and you have the chief ingredients 
of an extremely vigorous book. This is all the more surprising 
in view of the meticulous care taken in the Act of Union in 1909 
for securing that the newly-established system should be operated 
on commercial principles, free from political taint. The Act 
definitely provided for the setting up of an “independent” 
Railway Board, consisting of not more than three commissioners 
and a Minister of State, to control and manage the railways, 
ports and harbours of the Union on “ business principles.” It is 
the author’s aim to show that these provisions have been con- 
sistently violated, to the detriment of the country, largely owing 
to the powerlessness of the Board and its subservience to the 
wishes of the Government. 

(hiite in contravention of 1900 principles, the system has 
l)e(ui burdeiKKl by the over-generous capitalisation at w’hich it 
was originally taken over. In addition, the annual charge for 
depreciation and renewals has been much greater than the 
average life of the stock warrants. The lu’ovision of new' capital, 
far from being decided on its economic merits, has been subjected 
to arbitrary political expediency, sometimes with the inevitable 
result that the rejiairs and renewals fund has been raided to 
(iiiance new expenditure which ought to have been capitalised. 
New main and branch lines, as in so many State-operated systems, 
have been the play of political tacticians. To political and 
social motives must also be ascribed non-cconoinic payments and 
the grant of cheap services for certain purposes. 

By far the most intriguing criticism is that which accuses 
the Government of using its uncontrolled rate-making power in 
«ucli a way as to encourage or discourage industries, without 
open debate in Parliament. There is no equivalent to our Rates 
Tribunal or Railway and Canal Commission, before which traders 
may bring their complaints. Hence, some staple products have 
been bmdened with what appears to bo more than a “ reason- 
able ” share of the fixed charges, and others do not even cover 
their special costs of movement. The last word has not yet 
been said on the relation between theory and practice in raihvay 
rate fixation. Apart from the abstract case of discriminative 
monopoly, set out in the works of Edgeworth and Pigou, in 
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which traffic is chai'ged what it will bear in the monopoly sense 
of the phrase, the sharing of the overheads among the whole 
traffic admits of a great deal of vaiiation in actual world practice. 
Neither Taussig^s nor Acworth’s analysis can claim to settle a 
concrete problem. When, therefore, one comes to speak of the 
“ I’easonableness ” or otherwise of the apportionment there is 
room for controversy. At the same time, so striking are the 
examples that it does not require much spirit of practical com- 
promise to agree with most of the i*ate conclusions set out in the 
book. Protection versus free trade, to which the argument 
boils down, is still a political debate. 

These are strong accusations, though it is natural to expect 
a little exaggeration in order to set out the case for criticism in 
the brightest light. Who, for example, will say that under- 
estimating of branch line construction costs and prospective 
revenues is a feature entirely unknowii to privately owned 
railways? Por the most part, however, the author treats the 
administration soberly, preferring to under-state rather than 
magiiif}" his conclusions. 'J'herc is sufficient to provoke disagree- 
ment as well as agreement that the value of the book may well 
prove to be more in the discussion wliieh it calls forth than in 
the unanimous acceptance of its liiidings. The Honourable 
J. H. Hofmeyr describes it as arresting.'* If it only compels a 
questioning of present policy it will have done useful work, 
though there seems no good reason why it should not stimulate 
definite active reform. This need not necessarily be along the 
lines recommended by the author, as there arc political issues 
of great importance to be faced. 'I'ho long distances in South 
Africa indicate that motor competition with her railw'ays will 
be much more localised than in the big towns of Great Brilaiii 
but the Union will need to set her ho\ise in order if she hope - 
for its commercial efficiency. 

C. D. Campbkli. 

The University i 

Manchester, 

EcommicA of Coal-Minivy. By 11. W. Dron. (Arnold. Pp- 

168. 10.S. iyd,) 

Tju: bulk of Professor Uron’s book is designed for the tcchnicid 
guidance of mining engineers on sm.ii questions as mineral leases : 
the valuation of minerals and collieries ; the financial aspect of 
power production and coal cleaning; the legal questions involve'^ 
in the establishment and maintenance of a worldng colliery- 
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Even when he is most technical, however, ho is continually 
throwing out, in mental asides, points which confirm or are based 
upon economic theory. The deplorable housing conditions in 
many isolated mining communities, for example, is explained 
upon the grounds that the average life of a house is greater than 
tliat of a colliery. There is a possibility, therefore, that houses 
built specifically for miners may bo valueless long before they are 
worn out, and this necessitates citiier a liighor nuit being cliarged, 
or the same rent for less satisfactory houses, than is the case in a 
large town. Or again. Anyone who is accustomed to discuss the 
law of Diminishing Returns in its application to mines, and who 
vaguely refers to the more than })roporti()natc increase in cost as 
the size of the mine-shaft is increased, slioiild refer to pp. 90-91, 
where he will find that, for a given set of conditions, there is one 
cheapest size of shaft, for whilst the cost of sinking increases with 
si/c, the cost of ventilation decreases. Professor Dron’s incursions 
into cost accounting show how the prin(*i])le of substitution is 
constantly operating not upon the basis of l;nown (quantities, but 
su|)j)orted by a series of estimates of future market and pro- 
ductive conditions, none of them eapablo of imm^'diate verilication, 
and few of them informcHl by experience of exactly similar 
conditions. It is interesting to find, however, that the elaborate 
(estimates which must precede the sinking of a new mine have been 
siinpliiicd by the (quarterly iiguivs of C(^st and output which the 
St'cndary of Mines publishes for each (listri(d and which provide 
a norm ” around which a company contemplating a new colliery 
can make the necessary allowances for the peculiarities of its own 
(Uitorprise. 

Most ecojiomists will find Chapter VJIl of greatest interest, for 
therein the WTiter joins issue with the Samuel Commission of 1925, 
It will be recalled tliat the Reqiort of the Royal Commission on the 
Coal Industry of that year came out strongly for anialgamalion of 
many of the existing small industrial units. It supported this 
suggestion both by deduct ivo and inductive reasoning, for it 
hrst paraded the theoretical advantages of large-scale [>rodiietion, 
and then uso«l elaborate statistical material to show that in the 
coal-mining industry of the United Kingdom, size and efficiency — 
elficioncy being measured by output ]ier man shift and profits per 
ton — usually went together. Dron’s attack upon this argument 
is a twofold one. He doubts whether the theoretical advantages 
of amalgamation arc either so great, or so essentially hound u]) 
with amalgamation, ns the Samuel (^unmission claims, for he 
attempts to show that many of the economies might bo obtained 
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by some arrangement between groups of separate owners in each 
district, and that some of the alleged savings might involve greater 
use in other directions, as, for example, when the working of 
“ barrier ” coal increases the charges of i:)umping. In the second 
place he doubts whether the statistical reasoning of the Com- 
mission was conclusive. 

The pitfalls and inadequacy of reasoning based solely upon 
statistics, and the case with which, in a controversy in which the 
issue turns upon statistics, the parties can be talking about 
different things wliilst they appear to be discussing the same 
thing, were never more ai)parent than in this case. The issue 
between Professor Dron and the Samuel Commission involves both 
points of fact and lines of reasoning. The points of fact at 
dispute are : how far are size and efficiency related when dealing 
with individual collieries, and how far are those tw'o things 
connected when one is concerned with undertakings — f;ompanics 
uhich may own more than one mine. JMcasuring clffcaency by 
output per man shift, the Samuel Commission asserts tliat in tlu^ 
case of individual collieries the larger is usually the more efficient. 
Dron scores a pal])able hit hero, for ho shows that this conclusion 
is only true if the whole of the country is taken, that the Com- 
mission has been guilty of the cardinal sin of ‘‘ averaging " 
(against which it warns the reader at great length on p. 45 of its 
own report), and that for the older fields, such as Lancashire, 
Durham, Scotland and Leicester, the opposite is the case. 1’ho 
Commission, however, was not directly eoneerned with the 
relation between size and effieienc.y in individual mines; its 
depends more upon tlie relation between tho.se two variables for 
undertakings. One minor ditriculty here is that the (^omini.>^siiMi 
had figures for the whole year 192:i anrl for the first six months <m 
1925 and the lessons taught by the statistics are not altogcdhe: 
the same for tho two periods, ft will probably bo admit led 
however, tliat tho Commission docs prove satisfactorily that in 
the case of undertakings size and effieiency go together. Dron. 
indeed, makes two minor criticisms, but they do not appear to l>(‘ 
of great importance. The Commission, however, never squareljy 
faced the point that to show tliat largo undertakings arc morr 
efficient than small docs not necessarily prove that amalgamation 
is desirable or even possible. The efficiency of the large under- 
takings may have boon due to their happening to include the 
richer mines, and not to any advantages arising from grouping. 
This point is, indeed, mentioned on p. 264 of the Report, and 
it is obvious that tho Commission appreciated tho weakness in 
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their chain of reasoning, but they make no serious attempt to test 
the strengtli of this link, which may indeed be weak enough to 
undermine the whole of tlicir case. 

More vital still, and this is a point whicli both authorities 
appear to have ignored, is the assumption that size brings 
efficiency. All the statistical information whudi the Commission 
j)ut forward can just as well be used to ])vovo, the converse, that 
efficiency brings size, that the large undertakings arc not efficient 
because they are large, but large because tlicy are efficient, and 
that the diversity of natural conditions in the mining industry has 
produced a whole range of firms of graduated size, cacli of which 
is producing on the most economic scale. 1 o use the words of 
Mr. L. Robbins in a recent article in the Economic .Iournal, 
“ among businesses there is not one optimum size, but as many 
02 )tiina as there are different kinds of combination of factors of 
])roduction.” Professor Dron has been well advised to raise this 
(piestion again, for it is a matter of more than theoretical interest. 
It may indeed be that to suggest that the many small linns in the 
coal-mining industry should be amalgamated into larger concerns 
in the hope of making economies is as useful as ])utting up an 
umbrella to encourage it to rain. It may be that the slow 
progress of amalgamation uiuler Part 1 of the Clines Act (1920) is 
line not to the inertia of the coal-mine owners, but to the fact 
that they understand their business bett^T tlian tlie Samuel 
Commission did. 

J. JkWIvKS 


J low to abolirsh Ihe Slums. By E. I). Simon. (Longmans. 

As an expert in all matteiN of local government ilr. Simon 
won his spurs long ago, but this able and emphatic liook on the 
next phase of the liousing problem has i)iobal)ly added more to 
his reputation than anything he has yet ])ul)lisheil. The “ next 
phase ” is, of course, the abolition of slums, a task which, it is 
safe to say, no industrial community has ever yet linally accom- 
plished. The other parts of the housing problem are, by com- 
]>arison, straightforward, being mainly a question of money, and, 
as Mr. Simon points out, it will not lx* long befiu’c we have in this 
country a sufficiency of houses fur those who can bo prevailed 
upon to pay a rent of from lOb'. to Ion. a week. But the slums 
are more intractable ; their roots lie deep in the social and industrial 
‘•ouditions of the time, and no building programme, by itself, 
will cause the slums to molt away. Yet so long as they are 
suffered to continue, and indeed increase, in this country our 



200 


THB ECONOMIC JOURNAL 


[JUNE 


ever-growing equipment of social services is partly wasted, and 
social progress halts. To-day the position is, that in spite of the 
relatively successful housing campaign of the last four years, 
nothing effective has yet been done for the slums ; indeed over- 
crowding and the conditions of the houses are worse than in 1918. 
In such areas as Bermondsey over one-third of the families are 
still living two or more persons to a room. Shoreditch is worse. 
Glasgow has 20,000 two-room houses and J.GOO one-room houses 
containing seven to nine persons to a ‘‘ house.’* The question is, 
can we now proceed to build dwellings up to the approved standard 
which can be let at prices and on terms that will enable these 
people to be removed from the slums? Mr. Simon thinks wo 
can — by the aid of a small extra subsidy. He is not prepared to 
wait for the only fundamentally sound solution, which is that 
every man's standard wages should enable him to acquire deecMit 
house-room for his family, nor does he ])ut much faith in recon- 
ditioning of houses or cheaper building or rai»» r(‘lief, though tlicse 
will help towards the end in view, 'fho nccfls of tlie children 
must be satisiicd, and satisfic'd by means of an extra State .sub- 
vention. After all, be argues, if the State ean risk the element 
of pauperism inheivnt iu free edueation, free ])ublio health and 
free pensions at .seventy, and ean make* eolleotive provision 
against accident, sickness and unemployment, it surely cannot 
deny to its children the elementary deeeneies oF home life. Mr. 
Simon’s concrete |)ro])osal is a. cliildron's rent allowance of hv. a 
w’eek per lu'ad for '^'very thive-child family w ith an income of (lOv. 
a week or Jes.s. Ihitting tin* total numlxT of children in this 
category at two millions, he claims that the evil of the slinus 
could be conquered for about 1'5 million a year. 

If it could he done, we agree with .Mr. Simon that it would }»-■ 
cheap at the price, especially if, by tlu^ same stroke, we could soi\ 
the whole baflling problem of the .sfuni -derelict chi.ss, w’hich imu* 
or less coincides with the slum pop\da.ti«)n. But could we ? Hus 
Mr. Simon measiir(*d the full difficulties of the task ? In a broa I 
w^iy he identifies the dwelkTs in .slums w ith the elas.s of workers 
earning small income.s, and liis e.stimates are based on the inqim ; 
into poverty conducted by Prof, Bowlev in 1924 in the town.s of 
Reading, Bolton, (dc. We have no desire to dispute his figun'.s, 
but we venture to doubt wdiether his analysis cuts deep enough. 
Wage statistics are obviously important, but wc feel the need of 
some analysis which would reveal something more of the social 
and industrial condition of the class Mr. Simon is striving to 
Is such information anywhere available ? Can, for in.stancc. any 
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relevant evidence be obtained from other social services, such 
as Unemployment Insurance or the Poor Law? During recent 
years much material of value to the student has been collected 
by these services, particularly by the Ministry of Labour. This 
is no place to discuss the new evidence in detail, but, broadly 
speaking, what it seems to suggest is this : that there exist, at 
the lowest levels of the labour market, not l(\ss than half a million 
peraons (not necessarily the same individuals as those included 
in Mr. Simon’s half-million) who are not really eligible for regular 
employment and are only caj)able of competing for inferior 
temporary jobs. In the technical sense they are able-bodied. 
They all got some work, thus keeping within the wage-earning 
and insured category. The ixjrsonmd of this ])artially submerged 
class i.s neither constant nor uniform. Some individuals, the 
younger men and women, are often capable of being trained to 
better things ; others are, a[)pmxiiual(‘ly. a lielj)less or a vagabond 
class of d(?t(‘riorated Inimanity for whom notliing but deterrence 
or coercion is likely to avail. The whole* class of half a million 
or more* can bo pictured as slowly moving through a }u)pcless 
cycle of events a little work at wages, such insurance benefit 
as they can qualify for, then a. gap of time during which they 
disappear from publi«? view, sui)sisting on relatives or hy any of the 
mysterious ways in which the ])oorest of the poor manage to 
support lii(^ Sooner or later they turn up again as applicants for 
nut-relief from the (biardians. To none of them would a state 
of dopendeneo a[)pear to bo au abnormal condition. 

Is it not reasonable to conclude that this class comprises a 
large ])art, the hard ('ore, of the slum-dwellers whom ilr. Simon 
hopes to re-house, if not to reform ? H so, we fear that his 
fliildren's allowances would be a ]>ill to cure an earthquake. 
Xeither on the linancial. nor on 1h(' human, imr on the industrial 
side would the slum ])roblem be solved, (’ompulsorily re-housed 
at the approved minimum standard, a large jmoportiou ot tlmse 
tenants would, for one reason or another and for shorter or longer 
])eriods, fail to meet even their reduced rent charges, and, mingled 
with this, there would be a running fight between the Local 
Authority and thos(^ wlio fell below the required standards in 
more than their weekly payments. Once the principle of scaling 
<lown rents according to family needs was admitted, would there 
be any practicable luilting-placc short (d‘ the complete public 
provision of this class of housing ? The Authorities would, it is 
>5uggested, have to allot to eacli family the minimum house-room 
irrespective of capiicitiy to p«y. Itent would be a secondary 
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consideration. Some tenants would have to be released from all 
payment, thus becoming indistinguishable from the recipients of 
domiciliary relief at the hands (in future) of the same Local 
Authority. But a “ poor law ” investigation would have to be 
made in every case and charges would be assessed strictly on 
income. The weapon of eviction could only be used in the last 
resort, because, in the absence of any other approved accommoda- 
tion, eviction would mean the lireak-up of the family and com- 
mittal to the workhouse. 

Such measures \\'ould be a drastic dose of bureaucratic 
socialism, but, if Mr. Simon s children’s allowances proved too 
small in amount and too inelastic in operation to do more than 
skim off the top layer of the depressed class, it would, wc believe, 
he to methods of this kind that he would be forced ])efore the 
abolition of the slums became an accomplished fact. 

B. C. Davison 

London School of Economics* 

Les Caisses de Compensalion des Allocations Famil tales en Belgique. 

By Georges De Leener. (Bruxelles: Maurice Lamcrtin. 

1929. Pp. 195.) 

Professor De Leener’s small work is of value, in that it adds 
considerably to our knowledge of the operation of schemes of 
Family Allowances in Belgium ; it is also of interest on account 
of its discussion (if one may not say clarification) of some of the 
controversial issues involved. Much of tlio ground covered is 
inevitably familiar, yet the author provides a welcome statement 
of the method of organisation of the caisses, considering such 
problems as are involved in the aj)propriatc basis of organisation, 
whether industry or region ; Jio discusses the various systems of 
levying contributions, the achievements of the funds in Belgium, 
the effect of the Act of 14th April, 1928, of which the text is 
reproduced in an appendix. On all these matters, and on minor 
questions of administration such as are involved in the problem of 
double insurance (le cumt/l),Mr. Do Leener writes informatively and 
with faith and enthusiasm. The ‘‘ allocations familiales,” he holds, 
are definitely incori)oratcd in the industrial system of Belgium ; 
time has consecrated them ; the future will consolidate them. 

But perhaps the chief interest in Mr. De Leencr’s work lies in 
Mr. De Leener himself. It is doing him no injustice to say that, 
whether consciously or not, he i.s throughout the spokesman of 
the Belgian employers, that he represents their point of view, 
and that when he is persuasive, it is primarily to recalcitrant 
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employers that his persuasions arc addressed. This at times leads 
him to subtleties which scarcely escape being inconsistencies. It 
is for him fundamental that the alJowanoo is a “ liberalite du 
patron,” and he emphasises this by dccJariiig in the manner of an 
orthodox economist, that for labour under given conditions of 
])lace and time “ tliere can only be one and the same price ” 
(p. 19). The allowance must therefore be considered independ- 
ently of the remuneration of labour. It is, in fa(tt, neither wages 
nor a complement of wages —a point of substance in connection 
with workmen’s compensation. Legally, the allowance is a free 
gift (liberalite), and does not correspond to any distinct “ con- 
treprestation do travail ” (p. 20). The utmost he will go liere is 
to regard the allowance as a “ corrective ” of the defects of 
remuneration of labour, in so far as that is based exclusively, as 
it ought to be in sound logic/’ on the S(‘rvicc rendered (p. 23). 
This basic view, which is of course justified on the actual historical 
diivelopment of family allowances, can hardly avoid bringing with 
it a certain aroma of })atcrnalism, which is not to lie overcome by 
any process of concealing the employer behind the caisse. Yet 
Mr. Do Lcener will not hear of paternalism, and distinguishes the 
system of allowances from all other forms of paternalism because, 
while the allowance is not a wage, it is ncvertlu‘lcss comprise 
ilans rensemble du systeme <le remuneration de la main-d’a?uvre.” 
M'hile emphasising that the allowances are totally distinct from 
wages, he is thus constrained to make them a ]>art of wages. 
While emphasising throughout that tlio caisscs have been created 
by the employtus “ dans une conception tres libcrale de leur role 
jiatronal ” (p. 139), lu' yet repudiates all suggo^lion of paternalism. 
The inner contra/liction appears glaringly when on two adjacent 
])ages lie categorically asserts tliat the system of “ allocations 
familiales ” has the great merit of esca])ing any reproach of 
])atenialism, and at once ])roeeeds to quote the Congress of the 
Commission syndieale which, as recently as July 192S, protested 
against the allowances assuming th(^ form of a libmilite dcs 
ciuployeurs ” (pp. 145, 146). It is significant that the really 
fundamental question of the rea(‘tion of allowances on the basic 
wage — a consideration of wliich alone could dotcrmiiie w'hether 
the allowances are a libendlte nowhere approached by Sir. De 
Lccncr. His persuasions addressed to the employers, indeed, 
rather imply that they are not. 

On questions of pojnilation, Mr. Do Lcener holds, correctly, 
that if the object were to counteract a decline in the birth-rate, 
this would properly be a matter for the State and not for industry. 
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Yet here also he is driven to subtleties. For if tlie allocations 
famiJialos ” should lead to an increase in the birfch-rato, this would 
not be, he suggests, a matter of indifference to industry, above all 
in a country like France, which is threatened with a shortage of 
labour (p. 24). The argument is familiar, but surely it rests on 
confusion of thought. For there arc not two questions of popula- 
tion — one of population in the abstract, which concerns the State, 
and one concerning the future supply of labour, which concerns 
Industry. On the actual effect of allowances on the birth-rate 
Mr. Do Lcenor is inevitably inconclusive, realising that an ap- 
parent rise may be merely due to (he influx of expectant fathers 
and the natural expulsion of the baclu'lor. Yet oven this, our 
author tells us, is a matter for gratification, since the father of a 
family represents a more stable and thoughtful element in tlio 
population (p. 26). Hiis argument for employers, it may bo 
observed, is obviously one that fails in its cITcediveness as the 
schemes become more comprehensive. 

IVliilc Mr. Dc Leerier is emphatic as to the advantages deriv’ed 
by the workers, nevca’tludess one who vi(c»vs the whole question 
as a libirnlUc: of the employer is almost lU'cessarily impelled to find 
reasons for this lihh'alitr. Some of these gains have already b(M*n 
noted. AVaiving the gciUTal question of jiopulation, the 
sj^stem contributes to the increase (»f the quantity and the quality 
of labour. In a phrase which is ominously reminiscent of Marx, 
it is argued that the system provides reserv^es of labour to wlu<*}i 
resort may be had according to the dovelo])mont of intlustry. 
Employers wlio think that the whole question is one for the State 
overlook the advantages of the allocations au point dc vue do hi 
fixation des salaircs et do la morleration du cout do la main- 
d^muvre ” (p. 98), a phrase which would seem to indicate that 
Uberalile is the truest form of economy. On the general question 
of the relations of the workers and the employers, Mr. Do Leener 
would seem to view tlio system of ‘‘ allocations familiales ns 
an appropriate method of strengthening tlic position of the 
employing class. It is in the name of ‘‘ la solidarite patronalo ’’ 
that he appeals to employers to make the system as universal as 
may bo, thereby avoiding the danger of further legislative inter 
ference, tending to rob the system of its present elasticity. In a 
phrase whicli reveals a ])cautiful and dolicato choice of words bo 
tells us that ‘‘ kis rnou venionts ouvriers pour la hausso dcs salaircs 
perdent dc Icur impatience sons rinflucnco des avantages qoe 
la famille ouvrierc nombreuso retire des allocations ** (p. 150). 

Mr. Dc Lccncr’s essay is a useful supplement to tlie existing 
literature on the subject ; even if ho tries at times to fiuio botJi 
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Wci3"S and to make the best of all possible arguments, he is none 
the less instructive. 

Alexander Gray 

Markduil College, 

Aberdeen, 

Principles of Money and Banking, By R. D. Kilbokne. (A. W. 
Shaw Co.) 

Tjiis book of 559 pages is designed to serve as a text. It is 
divided into four parts, which deal respectively with Money, 
foreign Exchange, Commcj eial Banlviiig and the Federal Reserve 
System, and Non-Commercial Banking. In each part the treat- 
ment of tlio relative subject-matter is comprehensive, well arranged 
and the writing is in general clear and not confusing. Besides 
the necessary historical background to be found in other texts, 
the writer has, moreover, been particularly concerned to discuss 
the recent developments in each branch of the subject. Lastly, 
the book is w^ell supported by diagrams and illustrations, and in 
general it is worthy of attention. 

Alorc specilically, however, in places the ti'catmcnt of modern 
develox)meiit3 suilers from an (excess of scepticism — if not of 
agnosticism — on the part of the author. In discussing Professor 
Fisher’s stabilivsed dollar scheme, for example, none of its virtues 
arc cited (p. 102) ; Mr, Keynes' proposals receive a similar though 
more ruthless treatment (p. 170); tlic assumed causal relation 
between rediscount rates, the volume of bank credit, and the price 
level, when tested by American cx]KTiei\ce since 1920, is found to 
be absent (p. 329) ; and the doctrine of x>urchasing power is dis- 
missed as being “ be.sed ii])on a very strict and narrow inter- 
pretation of the quantity theory of the value of money ” (p. 276). 
As for the quantity theory itself, the discussion of it is premised 
with the statement that the quantity theory school “ cast aside 
almost completely imy changes in the quantity of goods as being 
in any way responsible for that high xiriee level ’ (p. 135). 

In the section on banking the book is rendered more interesting 
to English readers by the x>arallels drawn between the American 
and English systems. In general tlic material relating to the 
English system is accurate. A slight slip occurs on p. 289, where 
the joint-stock banks are said to “ simply forw ard to the Bank 
of England commorcial x^ajicr and have it rediscounted, and the 
proceeds become the reserves of the English banks.” Again, the 
currency notes are referred to as “ Bradburies throughout. 

J. Sykes 


University College, Exeter, 
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Kartdl-Orgammtion. By S. Tschierschky. (Berlin : Spaeth u. 

Linde. Pp. 190. 6.50 m.) 

The author of this book has so special and intimate a know- 
ledge of the Kartell system that his account of its working is a 
contribution of unusual value to the extensive literature of indus- 
trial organisation in Germany. The analysis of monopoly is not, 
in these German monographs, carried to any great degree of pre- 
cision ; this is both the strength and the weakness of the great 
bulk of Kartell studies. We are directed rather to problems of 
administration, to the “ compromise-politics ” of those who are 
endeavouring to find a mean between control and competition, 
and who do not pretend to have a solution that is free from dis- 
advantages and dangers. Only a few Kartells can be said to 
have established their position ; otherwise, there is an unceasing 
administrative effort to reconcile from time to time, 1)y one device 
after another, the ideals of free enterprise and of ordered develop- 
ment. Dr. Tschiervschky’s book recalls by its completeness of 
detail, and by its constantly practical attitude to Kartell problems, 
the similar work of laefiuann. An exhaustive classification of 
Kartell forms is su])plemente(l by extiacts, admirably chosen, 
from the terms and agreements of the organisations, and these 
KrUiiiteruyigm give the reader a running illustrative commentary 
which is pointed and concise. 

The author agrees with Liefiiuinii that the essence of the 
Kartell is the control of the market rather than the rationalisation 
of production. The latter may or may not follow, according to 
conditions; but the Kartell is in itself Wirlsdiajtficoniscn'aiiv, 
and in its essence regulative of market relations alone. Hence 
follows an interesting study of what this implies to the independ- 
ence and individuality of the separate and diversely situate*.) 
producers. This problem, so often discussed, is handled willi 
much freshness and a sense of futurity ; difficult as it is, it is ono 
which just has to be solved. 

Perhaps the most striking chapter is that which deals with 
the measures taken by Kartells against the independent outside 
jiroducers. It is at first strange to have both the outsiders and 
the consumers defined as the ‘‘ enemy ” ; but the idea of organisa- 
tion as necessary against the consumer is part of the historical 
treatment, and is not peculiar to Dr. Tschierschky. It is only 
w'ithin the ambit of the claim, historically set foil-h, that the 
Kartell organisation is essential, that w^e can appreciate this calm 
account of the Kampfmittel — the cutting oil from coiui>etitors 
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of supplies of materials or credit, restrictions in their transport 
facilities, or the various types of boycott. 

This is the most informing of modern works on the Kartells. 
It is much to be desired that some of these studies were available 
in English. 

I). H. Macgregok 

The Evolution of Industrial Organisaiion. By B. F. Shields, 
M.A. (Pitman : Pp. 296. 10s\ 6f/.) 

In the preface it is explained that this book is the outcome 
of a series of public lectures delivered in University College, 
Dublin, during the sesvsioii 1926-7, and attended by business 
managers, trade unionists, Civil servants, and teachers and 
students of business organisation; that the lectures have been 
largely rewritten and brought up to date, and that the book is 
intended to provide a means of systematic instruction to the 
same classes of students who attended the lectures. On the 
cover the book is further described as containing a preliminary 
historical outline of the growth of industrial organisation, 
followed by “ a very clear and informative study of the con- 
temporary position of business combinations, scientific manage- 
ment, methods of industrial remuneration and the minimum 
w'age, vocational guidance, industrial education and industrial 
welfare work.” As a description of the general nature of the 
book this could not perhaps be improved upon. The book is 
informative of the contemporary position of the subjects men- 
tioned, but (or consequently) it is not a study of the evolution 
of industrial organisation in the sense that it depicts it as an 
organic growth arising out of forces of special isatiem and Integra - 
tioji under changing conditions. 

In Chapter J it is true we are presented with a number of 
salient characteristics or landmarks ” of modern industrial 
organisation, and in the chapter following with a treatment of 
business combinations, but the two chapters are not integrally 
connected. The topics dealt with in the subsequent chapters 
and the space devoted to them would seem to be more deter- 
mined by the “ special request ” clement arising out of the nature 
of the audience and other fortuitous circumstances than by a con- 
sidered view of their importance in an organic whole. Even 
within each topic the treatment is mainly descriptive, and from 
the text-book standpoint there is a lack of indication of under- 
Jying principles. The chapter on business combinations, for 
example, gives a concise survey of the more general influences 
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whicii liave encouraged the combination movement, and the 
various forms of combination are clearly described, and particular 
examples are given, but nowhere docs it emerge definitely from 
the treatment that the form is dependent on the nature of the 
industry and the special conditions it has to face. It may, 
moreover, be something of an achievement to write a chapter on 
business combinations which includes a discussion on the attitude 
of public opinion in this country and elsewhere without once 
mentioning the soul-satisfying term, rationalisation. Doubtless 
the omission of the term is unimportant, but the conception 
which it stands for indicates a clianged or more positive attitude 
of mind, absence of any reference to which is apt to raise suspicions 
as to the systematic nature of the treatment and its claim to be 
up to date. 

A similar line of criticism is suggested by the treatment of the 
questions bearing more directly on the organisation of laboui*, 
such as trade boaids and the minimum wage. After all, the place 
of these methods in industrial organisation is not to bo understood 
apai’t from trade unionism, and trade unions arc but incidentally 
referred to in tlie book. The mctliods indicate an acceptaiice by 
the State of the trade union pi'iueijdc of collective bargaining, 
and ai’e designed to supplement it and enforce it in special cases. 
A standard or minimum rate of some sort is a logical outcome 
of collective bargaining; the good or bad elfcct of the rate will 
depend on the point at wJiich it is fixed relative to the prevailing 
conditions and an}" other restrictions wiiich ma}^ exist alongside 
of it. In a legal minimum wage there is admittedly a certain 
rigidity which does not exist in the more voluntary rate, and thi s 
has its own special and important ellects, but the time is reall}' 
past for discussing w^hether a minimum rate tends to be a maxi- 
mum rate, as if that tendency were inheremt in the priucij'l»‘ 
itself (p. 196). 

The book, however, contains a great deal of information iu a 
clear and concise form, and a good attempt has been made to 
include in short compass reference to conditions in other countries ; 
but information may be a little overwdielming in a text-book, 
and one has a lurking sympathy with the statement, ‘'Merely 
to mention the by-products obtained in the course of slaughtering 
is a task in itself ” (p. 40). 

Mary T. KaxNKin 

Universifij of Edinhargh. 
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System der IlandeUfolitik, By Josef Gruntzbl. 3rcl cd. 
(Vienna: Springer. 1928. Pp. 510.) 

The well-known treatise on trade ])olicy by Professor Gruntzcl 
appears now in a third revised cditioji. The second edition 
appeared in 190(). 

The book is especially i*cniaikable for its systematical arrange- 
ment and extremely clear exposition. It diifers from the majority 
of Gernijui treatises in having no footnotes or references to 
authorities. 

After a. delinitioji of the field of Jiis investigation and an 
historical sketch of trade?, the author divides liis book into two 
parts : in the first part lui treats systematically the inner trade 
policy of a country, and in the second part the foreign trade 
policy. 

In the first part the different forms of inner trade are defined 
in masterly fashion and a description of institutions helping 
development of trade is given, viz. of fairs, (exchanges, legislation 
or competition, trade-marks, etc., concentration of trade, com- 
mercial education and social legislation. A vast mass of examples 
from [)ractice of a great many countiies oilers good illustration 
of the otherwise diy t(‘xt. In the chapter devoted to the definition 
of wholesale traile and vctixll ti-ade an iiiteresfing description of 
the eompetition betwe en them is made. 

Tn the second part the' author expo.ses with great fairness the 
chief theories on mercantilism, free trade* and predeetion ; he 
eh>es not advoe-ate an\' of liiese* systems, although lie shares 
cluelly protcctiemist views (]>. 258). ( Irunlzers ide‘as on Kee)nomie*. 

Protoetionism are familiar tei English stiulents, as he has published 
a very able aiiel liieid book e)n this subject in English in 191(1 
fin Carnegie Endowment Pul)liearK)ns). 

In the second part of ins treatise Professor Gruntzcl reviews 
s,yste*ina^ically ditfereiit systems of tariffs, priiieiplcs of com- 
mercial treaties, inlluouce of taxation and bounties on foreign 
trade, preferential duties, bonded warehouses and free harbours, 
foreign trade statistics, sample museums and export organisations. 

One is amazed at the great mass of material collected in this 
book. llTaiiy additions on po.st-war legislation arc made, but 
unfortunately new problems and new economic conditions created 
by the Great War in the international trade arc scarcely touched 
upon in the edition. 

The subdivision of contents remains tlie same as in the earlier 
editions. A table giving the most important features of com- 
mercial treaties of practically all the nations of the world dis- 
No. 154.— VOL. xxxix. " 
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appeared in tlio edition. And — the spelling of the name of the 
author has been changed, viz. Gruntzel instead of Grunzel in his 
former jmblications. 

A selected bibliography is added ; but some very important 
publications are not mentioned ; for instance, the book of Pro- 
fessor Viner on dum])ing. 

Haensel 


Prospetlive Mconomiche : 1029. By Giorgio Mortara. (Milan : 

Universita Bocconi. 1029. P]). 498.) 

Tins is the ninth of Professor Mortara’s annual surveys and 
forecasts of movenients in the production, consumption, foreign 
trade, prices, etc., of a number of the most im])ortant products of 
world trade, including hydro-elcctric power, freights, currency 
and finance. 

As always, the volume contains an immense mass of valuable 
comparative data.; tlu* staiistieal tables arc clearly set out and 
well-choscn, while Professor Mortara's comments are informative 
and suggestive. It would add to the vabu' of the book if mon^ 
indication could be of the souree.s fjom which the figures 

are taken. 

The section on coal contains a careful analysis of conditions 
in the different coalunining areas and of the relative position of the 
exportiiig districts in the comjK*tition for markets. The Jiggregate 
coal out]mtof the world in 1028 may be(‘stimaied at 1,215 millkni 
tons, including lignite r(‘(]ue(‘(i to its coal eqidvahmt. (\>mpared 
with the output of J012 — l,M>0 million tons — this rejwesents :.!! 
increase of not juore than l.‘M jxu* C(*nt. ; but, on tlie one liand. 
the increase of the sup])Iy of (Mi(*rgy from water-])o\\er and oil jea\ 
be estimated as ecpiivalent to about 200 million tons, and, on 
other hand, technical developments have greatly reduced (be 
amount of coal used in marjy industrial processes. The proportion 
of the total energy produced, attributable to coal, which was 
00 per cent, in 1000, was 84 per cent, in 1012 and 64 per cent, in 
1027. The continuance of subsidies in various guises in many 
countries, together with the inelasticity of the demand for coal, 
makes it probable that prices will remain at an unprofitable level 
for most exporting districts. Poland, despite her geographical 
situation, is favoured by low wages and rapidly increasing 
efficiency, while in Germany the economics of rationalisation, 
carried out at great cost, have been largely olfset by higher wages 
]);df] to tlie coal-miners. Professor Mortara takes a pessimistic 
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view of the future of the British coal industry. From 1913 to 
1928 the output of Great Britain declined by 49 million tons, while 
that of the continent of Europe increased by 67 millions tons. 
“ The continued contraction of exports and of supplies to inter- 
national shipping [from Great Britain] in 1928, in spite of the low 
price of coal, is specially worthy of note.” 

Ill the case of cereals tlie good harvest of 1928, which was 
abundant both in the principal exporting and consuming countries, 
has kept prices very low during the last year. Demand is inelastic 
and stocks of wheat carried over to the next cereal year will be 
abnormally heavy. Even in tlic event of a ]>oor harvest the exist- 
ence of these stocks will militate against any considerable rise 
in prices. The situation in Italy is interesting because the 
campaign for an increased ])rodiiction of wheat is showing con- 
siderable results. Imjirovcd methods, especially the greater use 
of artificial manures, are leading to higher yields in many parts 
of the country, but the greater intensity of cultivation is not 
necessarily accomf)anicd by increased costs. Professor Mortara 
quotes figures to shoiv that, under tlie traditional methods of 
cultivation in the Plain of Lombardy, the average yield per 
hectare in 1928 was 2,*) quintals at an average cost of 112 lire per 
quintal, while land in the same district cultivated intensively 
produced 40 quintals per hectare at an average cost of 93 lire 
[)er quintal. 

0. W. Guillebaud 


The Economic^ Financial and Political State of (Tcrnunuj since the 
War. By Dr. Petbr P. Beiniiold. (Xew Haven : Yale 
University Press, and London : Oxfoi’d University Press. 
1928. Pp. 123. Price §2 and Sv. 6f/.) 

Dr. Reiniiold was Finance Minister of the German Reich 
during critical years of the after-war j)eriod, and lie therefore 
writes on his owui subject with special authority. Much of his 
hook belongs to what appears to-day to be very ancient history, 
yet in order to niulerstand the reparation question as it now^ is, 
some knowledge of the sev'cral 2 )ha.ses through which it has passed 
is necessary, and these six chapters— -they are really lectures given 
in the United States — contain all the essential facts. The account 
of the decline and eventual revaluation and stabilisation of tlie 
mark is particularly interesting. Keinhold attributes Germany s 
financial recovery to the miracle of the Rentenmark,” remarking 
that the success of the new' mark W'as due to the fact that the 

t2 
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German people, weary of the tortures of inflation and despairing of 
any other salvation, “ grasped greedily at the new medium.” It 
was, in fact, a sort of faith-healing on the material plane. How 
unhealthy conditions had been allowed to become is illustrated 
by the fact that the “ Persoimel Retrenchment Ordinance,” under 
which Reich Departments were to reduce their establishments to 
reasonable proportions, led to the cashiering of 114,000 officials, 
32,000 clerical employees, and 184,000 workmen in Government 
service, representing a saving of 300 million marks a year. 
Counting the reductions made by the States, provinces and muni- 
cipalities, three-quarters of a million persons are said to have come 
under the great purge. 

For the Dawes scheme and its author, as well as for the present 
Agent-General for Rei)arations, Reinhold has nothing but praise, 
3 ^et he evidently anticipated the revision which is a subject of 
negotiation at the present moment. Although he predicts a hard 
discipline for his nation for a long time to come, he has no doubt 
that Germany will come through her fliflicultics find be all the 
stronger, ])olitically and morally, for the ordeal. A spirit of 
moderation and fairness and a hopeful outlook are outstanding 
merits of this hook. 

W. 11. Dawson 


Banhhig Sfandanh under the Federal Re^serre Sf/^dem. Vuhlishod 
for the Bureau of Business Research, Xorth-Wesf('rn 
University. (Chicago: A. W. 8haw (^)mpanv. 

Pp. xxxviii -f 420. .?7‘50 net.). 

Dr. IIouace Si'XansT, as Director of tlu^ Ibireau of Busin'.^s 
P^csearch, and his colleagues in the Ihuoau worked for two and a 
lialf years on this study, atteinj)ting “ to discrovcT norms, ti«. 
and correlations which could be measured aiul stated a s tondeiiv 
in the belief that they “ would have both a practical an<l a 
theoretical value.” A considerable numl)cr of practical bankers 
aided with advice, but Dr. »Secrist takes full responsibility for the 
results, and is, therefore, with his working colleagues entitled to 
full credit for the heavy amount of labour involved. The book 
may be roughly divided into two parts, the first in which norms 
and trends are sought in earning assets, deposits, gross earnings, 
operating expenses, and net earnings, and the second in which 
these various headings are correlated in different series ; 210 tables 
and 54 charts summarise the analyses of the data at the several 
points of approach. Each Federal Reserve district is treated 
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separately, and then the district ratios are compared with those 
for the country as a whole. The period covered is the years 
1919-25, and, if it may seem that this is too short for the dis- 
covery of norms and trends, it should be remembered that before 
this period there was a long banking history in the United States. 
It was, therefore, to bo expected that uniformities would be 
imposed by experience on banking practice and that where they 
did not lie on the surface they could be exposed by suitable methods 
of analysis. It is also scarcely surprising that the trends and cor- 
relations discovered in the districts should bo similar to one 
another, for, as Dr. Secrist points out, the twelve Federal districts 
are all connected commercially and the banks are subject to the 
same official regulation. The state of business changes from 
year to year — not haphazardly, but with an approach to uniformity 
the country over.” 'llie antecedently prol>able fact is established 
analytically, “measures of general business oscillations being 
found in the fluctuations of bank debits.*’ 

Dr. Sccrist says in his preface that the liook “ is intended to be 
consulted and usedrathev than to becasually read.” It is, therefore, 
in the first place, a liaiidliook for tlio practical banker. Ferhaps 
British bankc'rsdo analyse gross earnings and operating expenses 
for their own information a.s thoroughly as Dr. Seciist has done, 
l)iit perhaps they do not ; anyway, they publish nothing. Recently, 
however, there ha ve be(ui stirrings of the- dry bones, {ind one would 
commend Ibis volume to our financial antliorities in the hope that 
they miglit go and, not necessarily carry out the same kinds of 
analysis, but, at least, furnish us with some more data necessary 
for the comprehension of the working of our financial system. A 
great deal of attention has been attracted by the recent publication 
in the Midland Bank Monthhj Rcri<n\ of the montlily ratio of 
current accounts to total current and time deposits in tliat Bank 
sinci^ the beginning of 1019, and there has been nuieli speeiilation 
as to the significaiioe of the declining trend from 1010 to 1020. 
Referring to Chapter IV of Dr. S(*crist's book, we tind that the 
ratio of total dt'posits to earning assets increased over 1010-25 
both for tho country as a whole and for the districts, that the 
ratio of demand deposits to earning assets trended downwards 
from 1910 to 1921 and upwards from 1021 to 1025, and. that the 
ratio of demand deposits to total deposits had a downward trend 
Gver the whole period ; the ratios of time de])osits to earning assets 
and to total deposits increased over the whole ][>oriod. Chapter X 
discusses various questions of correlation of earnings and expenses 
with deposits, but the economic significance of tlic trends just 
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summarised is left by Dr. Secrist to others to investigate. It is 
not suggested here that Dr. Secrist’s results tend to show that there 
are peculiarities about the Midland Bank figures ; they are quoted 
rather as evidence of the necessity of caution wdicn partial figures 
are presented, or when it may be sought to draw from the com- 
parison of the British and American figures conclusions unwar- 
ranted by the evidence. For one thing, it would be necessary 
to ascertain what part savings-bank business lias played in the 
growth of time deposits in American banks ; the precise meaning 
of time ” deposits at different places is also inipoitant. 

It will be observed that no attempt has been made to “ review ” 
this book ; to do so woidd require almost as much labour as its 
compilation, 'i'o indicate its scope and to show by an example 
how study of it might be useful appear to be sufficient. Further, 
no use lias been made of the typed (rn* typed-jirinted) document 
thoughtfully enclosed b^^ the publishers, and headed Book 
lleview.” No doubt it was intended to assist reviewers, who, as 
everyone know.s, are addicted to the casual reading for which the 
author says his work is unsiiit(‘d ; to giv(^ verisimilitude to the 
document its account of the subject-mailer stops at quite an 
early page of the book. KSho(^kers ’’ may r(‘(jiiiro an attractive 
publisher’s notice*, but this kind of circular is of no service to 
Dr. Secrist. His task was a colossal one. and the value of the book 
will depend on the use* that is made of it. in commending it to 
the notice of the practical banker, tlic reviewer intends to taka* 
the author’s advi('c and keep the book at band for consnltatiof! 
when the relation of banking to wider economic questions (hjuh'' 
under discussion. 

IIUNKY \V, IIaCUOSTV 


Inredment Truds in America. By MMisiiAUi H. \Vtt.ltaus. 

(New York: Macmillan Co. 1928. Pp. 152. fis. (id.) 

Investment trusts Jiavo long been knovvji in Great Bihaiii. 
but have only becoim^ popular in the United States since the war. 

The American investor has shown himself as fervid on this sub- 
ject as any other farl that has swupt the country, and will find 
himself bewildered by oj’ganisations, called investment trusts by 
their promoters, which will take their toll of savings unless gn^at 
care is exercised by buyers of their securities.'’ The authoi* 
takes the British investment trusts as his model and aims to guide 
American investors in the choice and building up of similar 
institutions. The individual investor cannot ensure .safety in his 
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investments, but the Trust, by spreading its risks over a large 
number of securities of different kinds, enlists the law of averages 
in its support. Trusts may be general, covering all kinds of 
securities, or special — that is, restricted to particular classes of 
securities, such as oil shares. The latter require less skilled manage- 
ment than the former, for the investment remains permanent 
and the revenue is distributed on the participating shares held by 
the investors. The management of a general Trust, on the other 
hand, will always endeavour to shift investments from securities 
which are at their maximum value to investments which are under- 
valued and certain to appreciate. To make tliese changes with 
safety requires great skill and integrity on the part of the manage- 
ment, and the employment of an (*xpert staff which is constantly 
studying international markets in securities. Tlie profits of 
capital appreciation should not be, and iti this (*ountry are not, 
distributed to the investors, but reinvested as reserves. 

The wo\ild-bo. investor in Tnvestment Trusts will find this book 
useful in deciding wliether any ])articular Trust Company con- 
forms to sound principles. Tim appendices contain much usefiil 
information about the leading American corporations of this class. 

HkNRV W. ^lArROSTY 

The Plain ^fa>l and ///s Monei/, By A. S. W^aok. (Xis])et. 

Pp, 128. 4.V. (k/.) 

The author of this stimulating little l)ook advises the reader 
interested mainly in the praetical aspect of the Stock Kxeliange 
to turn at once to Cha]>ter V. The advice is sound, since the 
first four chapters are sure to create confusion in the mind of the 
Plain Man ” for whom the hook is written, and are irrelevant 
to the main purpose of the author. In the short space of fifty 
pages an attempt is made to elucidate the woiking of the foreign 
exenanges, and the reader is ]u-ecipitately plunged into a cursory 
and highly controversial treatment of the financial jioliey of the 
Govorninent, involving a return to tlie gold standard. It is 
difficult to treat the author seriously when he asserts that two 
ideals impelled the Government to expedite the return to gold : 
“ one was to conciliate America hy settling her debt and helping 
her to use her hoards of gold; and the other, less heroic, w’as 
to make our debtors abroad — those whom our investors had 
lent money to in sterling loans — pay us in t('rms of gold rather 
than depreciated pounds. All the hankers stressed the former 
and hid the latter; but in the City the latter was much more 
cogent than the former. One result of this policy — whether 
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right or wrong — AVcas to give every loan which was in terms of 
pounds sterling an increasing value; as the sterling exchange 
moved up against the dollar, so did every loan in sterling rise in 
value. While the rentier took his holidays on the Riviera, the 
Bank of England and the IVcasury were working for him at 
home, transferring to him values which had been built up by the 
citizen with few or no investments; taking taxation from them 
to swell the rentiei‘’s purse.” No reference at all is made to 
questions of wider policy. I’he whole question is discussed in 
terms of a conspiracy between the Treasury and the banks to 
force upon the nation a policy involving her in serious loss for 
the sake of furthering tli(‘ir own interests and those of a rclativel}'’ 
small section. 

The same attitude is shown in discussing the part played by 
the banks in connection with financial polie\^ at Iiome. Bankers 
will be surprised to learn that one of the things which bankers 
are very dogmatic about is the necessity of keeping up a liigli 
income tax, in order to mainlain sinking funds for tlio redeiny>tion 
of debt.” At the same time th(\v bargain the (h>v(U‘Jiment into 
a position where tliey must pay relativc'ly high raters of inter(‘st 
on all new conversion loans. . . . Wliile tlu^ advice of l)ankers 
has forced on the GovernnKuit the heavy sinking fund responsi- 
bilities wiiieh kec]) up th(^ prie(‘ of tJu ir holdings, the banks luive 
taken the greatest ear(' tiiat these j^rices should never rise liigh 
enough substantially to I’cduec the yield, or to make conversion 
a cheap operation at such dates as it has hem possible.” Tii 
this way the National Debt has been increased in s})ite of the 
existence of a fifty millions per annum sinking fund. That is, 
thej'’ liavc increased their income at the cxpcaiso of the taxpayers. 
In another chapter wo arc told that “ the rate of interest t(; be 
earned by money lent to trade is always better than the /aU; of 
interest obtainable on gilt-edged securities.” If such be tiio 
case, it surely follows that the banks are not likely to perpetuate 
the burdens of trade* in the form of Jiigli taxes for the sake ox the 
income they earn on the Government securities they hold, even 
if it be admitted iliat they exercise so great control over tlic 
Government’s financial policy. In Chapter IV a case is made out 
in favour of a fall in the rates of interest in the future. “ All 
the conditions of tJie post-war decade were such as to decrease 
the loanable capital on the one hand and to increase the demand 
on the other , . . and in such conditions the specific rate of 
interest of our Government’s borrowing remained high ” ; but 
these conditions having now passed away, the compass is now 
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fairly set for a 4 per cent, rate of interest on ‘ long ’ Government 
loans.” Here is a more reasonable explanation of the rise in 
gilt-edged securities during the past eight years, but it is hardly 
consistent with the argument in Chapter II that the rise was 
deliberately influenced by the banks. 

The more practical section of the book, dealing with Stock 
Exchange practice, should be of real value to the plain man with 
money to invest. The functions of the jobber and the broker 
arc explained and useful information is given as to the methods 
of the former by which he moves prices, and thus provides an 
opportunity to the intelligent speculator. The view that “ a 
man following the advice of a careful stockbroker over a number 
of investments and speculations will invariably on the average 
get a good result,” while interesting, is not likely to meet with 
general accc])tance. 

In discussing speculation the author\s advice is sound. He 
advises speculators to distrust the rumours of the dull season 
more than those of the active season, and to iiiform themselves 
daily of the conditions of d(‘inand and su 2 )ply in the Money 
.Market, within tlie industry as well as of tlie shar«. > on the 
market. The art of investment consists in selling * ; fore other 
])co])lc have scon the w isdom of doing so and in buying in advance 
of tiic rush of buyers.” Jfot tJio least interesting chapter is one 
in which tlic Long Mew^ is discussed. Sliort-vicw' speculation 
comes very near to gambling.” Such is the get-rich-quick view% 
and is seldom profitable in the case of the small man. The long 
view" invariably proves to bo best on account of the fact “ that 
tlie Stock Exchange invariably carries price movements too far 
at both ends of the stick, and that it carries them downwards by 
bigger steps than ujiwards, thus giving the wise binder much 
better opportunities of getting very cheap sliares.” Investment 
I'rusts are claimed to be supporters of the long view*, and this 
method of investment is highly recommended, a w’arning being 
given against spcculati\'e financial cnlcaprises which call tlicin- 
«clves investment trusts, and small iiivestmeiif' trusts wliich oiler 
much too high rates of interest. This part of the book should 
do much to enlighten the public in the science of investment, 
and at the same time w\arn them against the pitfalls of tlie share 
pusher and bucket shop. 

W. Hamilton Whyte 

The University^ 


HristoL 
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Economic Problems : a book of selected readings. By F. R. 

Fairchild and R. T. Compton. (Macmillan : Pp. 610. 

126 \) 

In this collection of articles, produced by different authors and 
draAvn from many sources, an atlemi)t is made to present the 
diverse points of view taken upon some of the economic problems 
in the U.S.A. The volume is designed to enable first-year 
students of economics to get their teeth into controversial matter, 
and the hope of the authors is that such reading will give the 
student some practical examples of the operation of economic 
laws, encourage him to apply his general principles, and implant 
within him a deep suspicion of the truth of the written word. 
Regarded as a colk'ction of documeiils which throw light upon the 
play of economic opinion in Ameri(‘a, the book has interest, for 
the compilation has been made judk ioiisly and without bias. A 
wide variety of subjects are covered, of wliicdi ])erhaps the agri- 
cultural depression and its remedies, tiic waste in industry, and 
Protection, are dealt with most (‘omplotely. 

But it is seriously to be doiibtcMl wlu^thcu* it would be useful 
to l)ring such a volume into the Iiands of a first -year student in 
economics. There is something ratluT uaYf in the statement of the 
authors that they have only included economic |>robIenis ‘‘ capable 
of solution by the student through a]>j)lication of- the gonond 
])riiic.ii.)les which he luis already accjuin^d.*’ To allow the student 
to meet tlio maze and a])parent confusion of a dynamic economic 
world anil to expect liim to discriminate exactly between truth and 
untruth armed only with the frail lance of an ef*onomic the.ny 
bound up with assumptions of static conditions is similar I'.* 
sending out a student of the pure princi|)le of mechanics to fi\' an 
aeroplane. There is nothing to be gained }\v assuming that, ’u 
developing society, every change can be simply explainer I b . 
reference to economic theory or tliat the existing tlieoiy liud.^ 
confirmation cv crywlicrc in the field of fact. There is much whicli 
perplexes even tlu^ skilled economist when ho comes to study the 
^vorking out of supply and demand in the business world, and, as 
Homan has so lucidly revealed in his Co7Uemj>orary Economtc 
llionghl, tJiero is a sharp and perhaj)s fundamental cleavage 
between the older, orthodox ei^onomists and those who arc 
devoting themselves to what is now commonly termed institutional 
economics. Wdiilst this is so there is a good case for shielding the 
beginner from some of that uncertainty; for suggesting that 
economics has yet but a limited range or penetrative power in 
economic problems. For this reason the authors might have been 
well advised to include many more articles, similar to those by 
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Allyn A. Young and Irving Fisher, which give the student an 
example of the careful use of economic theory and a conception of 
its limitations in the solution of social problems, and to omit 
others, in which tlie fallacies are deeply entangled with the 
complicated processes under review, or the statements made little 
likely to bo capable of test by the beginner in economies. 

Uiiiversitif of Mnnehesfer. Jonx JisWKES 

Six EwjUsh Economhts, By T. F. Kinlocit. (London: Gee 
and Co. Pp. x -}- TO. os.) 

Evkuy book should be judg(*d by refcTence to the inte ntion of 
the author in writing it, and herein, doubtless, lies the justification 
of writing prefaces. Mr. Kinloeh’s slim volume, containing a brief 
account of six economists (Adam Smith, Malthiis, Ricardo, Mill, 
devons and Marshall), is obvioush^ writtem not merely for very 
clcmontary students, but also for such as may be " at a distance 
from puldic libraries,'* and the book is accordingly equijiped with 
footnotes explaining exactly who siieli people as Rousseau, Pitt 
and Bacon were. 'Vo sueli tender-fooled travellers Mr. Kinlocb 
tolls very simply S(mi(‘thing of the lives and the work of his six 
subjects. Nor can any one with experience doubt that there ai’c 
students so simple that even the simplest of boobs may be as a 
stall* in their right hand, and that notably many of our beginneu’s 
may make wisi' oi)st‘rvations regarding economic theory, and yet 
h<»v<* but the vaguest (or no) idea of the conditions of the times or 
the manner of man in whose m.ind the theory originated. 

Phe type of book which Mr. Kinloeh has essayed is tlie most 
difficult of all in which to achieve excellence; and doubtless for 
this reason no one will be cpiite satisfied with what he has 
])roduced. A considerable part of his available s]>ace is taken up 
with biography, and these pages provide a sufficiently useful back- 
ground , but tlie space left for the presentment of theory is too 
inadequate to allow' anything of anv great value to be !=:aid. And 
inovital)ly the vaster tlie subject, the more sujM'ifieial is the treat- 
ment. The beginner, reading these few ])ages on that vast sea 
whioli is Adam Smith, will have hut a liazy idea as to where 
Smith's importance la\% and will veiy ])roperly be left asking why 
so much fuss has been made about him. On the other hand, he 
^uay carry away a not unjust idea of Jevons. Mr. Kinloeh also 
at times forgets tlic elcmcntarv nature of the audience for whom 
ho is writing. The student who requires Aristotle to be explained 
in a footnote will be rather put out by the summary transcription 
^rom Mr. Kevnes of ^larshall's eight oriirinal distinctive ideas. 

A. Gray 
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Pension ami Superannuation Funds, By Bernard Robertson 
and H. Samuels. (London : Pitman and Sons. Pp. X + 
134.) 

l^ris volume is chiefly to be recommended to those employers 
who have in contemplation the introduction of a pension or 
superannuation scheme for their employees. Without aiming at 
any degree of precision — for it is correctly cm])hasiscd that no two 
funds can be treated as identical — and without any great degree 
of profimdit}", the authors draw' attention to the main points 
whicli the initiators of sucli a scheme ought to keep in mind, the 
principles on wliich pensions ought to be based, the peculiar 
position of tJie existing mcmbei's of the start’ and the mctliods 
whereby the difliculties inherent in providing for a small staff may 
be overcome. All these matters Jire clearly put ; but at tim(‘s it is 
difflcult to resist the imju-ession of a certain professional bias which 
tends to exalt a superannuation seheme into an end in itself. "Jlie 
authors rightly comment on the tendency to include in a scheme 
benefits other than boneflis on n'tiremeut. (^f which, for example, a 
benefit on an earlier permanent breakdowji in liealtli may be taken 
as typical, and they further rightly say that such additional 
])enefits cannot be had without reducing th(5 value of tlie principal 
benefit. “ Ilowev(*r much we may,'’ they add, “ from a theoretical 
point of view, deplore the grafting of these subsidiary luuieflts on 
to the main stem, the piaetiee ... is by now too deejily rooted 
to be disregarded.” But surely such additions, (‘xcept from the 
point of view' of the actuary admiring Ins selienies, ai'e not propei l v 
to be regarded either as alternative or subsidiary benefits. Tin s 
are, or some of them are, additimis ne(*ded to give scaise to the 
whole thing. The man is not wholly wise who insures hiir.seh" h-v 
a weekly allowance on retirement at sixty-five, ajid who forgcl.^ 
that he may bo pcnnauenily laid on liis hack at forty, for s]\ .‘ul.l 
the latter contingency occur, his efforts to insure himself will luivc 
damaged rather tlian have advantaged him. A scheme therefore 
which compels a worker to oontribuio towards a 2 )cnsion for oi<l 
ago, and which does nothing for a man broken in middle life, is m>f 
merely incomplete, but is definitely a wrong sclicmc, and there 
need not be even a theoretical ” deploring of its extension. 
From the practical point of view the value of this book is 
greatly enhanced by a full discussion of the legal position as 
affecting superannuation funds and an jippcndix containing the 
relevant Acts of Parliament. 

A. Cray 

Marischal College , 

Aberdeen. 
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^Administrative Powers over Persons and Properly, By Ernst 

Freund. (University of Chicago Press. 1928. Pp. Wx + 

620 .) 

The legislative regulation of economic activity is beset with 
difficulties. Economic legislation has to work with indetermin- 
ate concepts. The Legislature may wish to chock “ unreasonable 
charges,” “ monopoly,” “ inadequate service,” '' unfair compe- 
tition,” discrimination,” etc., etc. But how can it formulate 
standards sufficicjntly definite to make l(‘gal control eflective 
If these indeterminate concepts are left to administrative hand- 
ling, will a body of precedents accumulate from which they may 
emerge with legal certainty? Is it possible by a combination 
of administrative and judicial action to evolve a code of fair 
trading ? Or the Legislature may try to regulate Public Utility 
(Corporations. It may dosir(', for instancts that the Railroad 
Ompanies receive a fair return on the value of their property 
to the public service. But what is a fair return? What is this 
property ? How is its value to bo determined ? 

Under modern conditions, a policy of legislative regulation 
involves recourse to administrative powers in order to enforce it. 
In all the industrialised countries to-day the executive depart- 
ment of government, acting in a quasi -legislative or quasi- 
judicial capacity, interferes witli the condiu't of the individual 
in order to promote what is allege<l to be the well-being of the 
community. In the Unib^d States, for instance, the tendency 
is for (.'Ongress to vest in Administrative CV)mmissions power 
uv(*r persorjal and pr()]jcrtv rights. But what is to be th(> relation 
of these administrative agencies to the Courts? What are tlie 
])ro])er limits of administrative diseretion ? How is it ])ossihlc 
to ensure that tlie public power may not bo abused for the further- 
ance of private interests ? How are the demands of administrative 
etiicicncy to bo reconciled with tho adequate protection of private 
rights ? Will the Commissions manage “ to impress upon their 
findings tliat stamp of impartiality and disinterested justice 
whuh alone can give them w’ciglit and authority ”? Will they 
succeed in answering complicated questions of economic policy 
by the method of trial from case to case with which wo are familiar 
in the evolution of the Common Law ? 

Is it expedient to treat economic abuses simply as forms of 
crime? May not something more subtle, something more in the 
nature of mediation and iiilluenco, with authority merely in the 
background, bo more suitable to modern conditions ? 

These are some of the questions which Professor Freund dis- 
cusses. Surveying tho various powei's conferred on administrative 
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agencies by the Legislatures of the United States, New York,* 
Great Britain and Germany and appraising the different types of 
administrative action, Professor Freund’s monumental treatise 
is addressed primarily to legal students. It is, however, a mine 
of information for those interested in oxj)loring the neglected 
border-land which lies between Law and Economics. 

J. Lembekuer 

The Uiiiversitjf of Bel fad. 


William Haskkson and Liberal Reform, By Alexander Brady. 

(Oxford University Press; London: Humphrey Milford. 

1928. Pp. 177. 126*, Gil) 

Tms book is not a biograxihy; it is a survey of changes in 
economic policy. Primarily, it is a stud}'' of the cliaracter of 
those clianges, not of the cliaracter of William liuskisson, although 
a good deal of light is slied upon the latter, as it seems naturally 
and inevitably, betwei'ii ilie lii-st j)agc and the last. Around the 
figure of liuskisson the author has written an (‘ssay of con- 
siderable merit on an important late phase of the decline and 
fall of mercantilism in England. To the “ g(‘neral reader” 
liuskisson is known by the one dramatic; incident in a life singularly 
free from dramatic incidents, llie tragic eircumslancos of his 
death are still reiiKnibered, while his contributions to Bjitisli 
economic policy a centiu’}’ ago. a.nd Ids (Mninence as an early 
exponent of revenue-raising by seientilic methods are in soj/ie 
danger of being forgotten, Mr. Jb*afly\s book should alter tlii'-. 
for he devot(‘s five; of its seven eha})ters to a thoj’ough discus>ir>f! 
of the corn laws; the first series of “ breaches in the old eon) 
mcrcial system ” (especial!}' the felling of those “ flourishing oalxs ’ 
of British mercantilism, the navigation laws); colonial polirj ifi 
Huskisson’s day, and the currency probhnn — the fii'st im[»' ‘i t a id- 
issue to bring out clearl}' “ how much of tiu; new economic scieiui; 
liuskisson had absorbed and how ably he championed it'J 
])rinciples.” In particular, Mr, Brady’s handling of the intricacies 
of trade under the piled-up provisions of nunuTous Navigati(>n 
Acts d(^serves commendation. 

Husldsson, although a believer in thorough jneliininary 
investigation and “ the inevitability of gradualness,” was no 
disciple of drift. On the contrary, he was a master of the art 
of steady plodding towards a given objective. Also he knew, as 
a rule, the best route in the circumstances, and when to rally 
his whole strength for the last lap. Thus, in li^24, when th^ 
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landowning interests saw fit to oppose his plan for allowing 
bonded wheat to be converted into Hour and returned to bond 
prior to shipment to the West Tndii*s, he urged successfully that 
the tubs, lioops, etc. which contaimjd tlic flour must be formed 
of staves taken from the de.iiiesncs of English gentlemen, and 
wrought into shape by tlie industiy of their tenantry,” instead 
of being made and sold at a profit by foreigners. In the following 
year, wHien Huskisson wished to carry the free importation of 
Canadian corn, against the fears and jirejudices of the agricul- 
turists, he stressed the importance of encouraging shipping, and 
startled the House of Commons with the bogey* of the commercial 
rivalry of the U.S.A. Like Adam Smith, he had an imperial 
outlook — rare in his da}* — and sluijied his policy accordingly. 
He had learned tlic lesson of the American Revolution so well 
that he was never in danger of re])eating the errors of the states- 
men of the preceding generation. England,” said he, “ cannot 
afford to be little.” 

Huskisson’s attachment to the doctrines of free trade W'as 
tempered by his leanings towards colonial juTference and the 
fostering of imperial shijiping. In the twenties, as Air. Rrady 
aptly remarks, the sharp blade of tlie free trade argument . . . 
although Huskisson only used it in a crisis . . . was never far 
from his reach ” ; l)ut his reluctance to grasp it in 1827-8 led 
him to su{)])ort the sliding scale of corn duties — “ a very defective 
contrivjinee ” even from the British agriculturists’ point of view*. 

Just as Canning held liberal views on most questions of 
uational iinportanee e.\ee])t parliamentary reform, so Huskisson, 
progressive as be was in oilier respects, bccaiiu' unduly alarmed 
in 1825 at the trade unions' ptiwers of intimitlation, which, in his 
Opinion, interfered with freedom of bargaining. Huskisson sup- 
ported free trade, not free trade unions; and lie went so far as 
to say tJiat it would greatly impr()\e Benefit Societies if “ some 
(effectual mode could be ilevised of preventing their funds from 
being devoted to the support of miscliievous eomhinations ” 
OIJJ. MSS, 38,715 (215)). Francis Place paints Huskisson as 
]iossibJy hyiiocritical, certainly lacking in sense and honesty, and 
“ courtier enough to attempt anything likely to answer his 
purpose ” (Add. MSS. 27,798; quoted by Wallas, Life of Francis 
Place, chap. viii). While Mr. Brady shows us clearly that Hus- 
kissoii W’as anything but a rigid doctrinaire, he regards Place’s 
hostility and censure as natural but unjust, and contends that 
Huskisson’s attitude was, in fact, “ in harmony with his general 
liberalism.” “ Place’s criticism of Huskisson,” he says, “ was 
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a case of the kettle criticising the pot for not being a kettle/* 
for Husldsson was neither a Radical nor a social reformer. 

The first breaches having been battered in the walls of mer- 
cantilism, Mr. Brady shows us Husldsson and “ Prosperity 
Robinson (afterwards Lord Goderich) as busy as strong vested 
intei*csts and their party connections would permit at what List 
called their politico-economical jugglery, with the object of making 
more room in which British commerce and industry could expand. 
But the sharp financial panic of December 1825, and the resigna- 
tion of Husldsson and the other (.^anningites from Wellington’s 
administration in 1828, shelved further commercial and fiscal 
reforms for some fifteen years. 

Mr. Brady disclaims all biographical aims, but it may be 
doubted whether a biography proper could add much that is 
material to the sketch of Iluskisson whicli ho gives us in this 
book. 

Alfred Plummer 

Ruiikin College, 

Oxford, 


Some ConlribufioHis to the Economic Ifidtonj of Wales, By Mvan 
J. Jones, JI.A., Lcciui*er in Economics, University Uolh'gc, 
Bangor. (London: P. S. King and Son, Ltd., Orchard House, 
Westminster. 192S. Pp. 107. 9,v.) 

TiiE titlc-j)age of Hiis work and the modest preface dimini: li 
the expectations which might bo raised by the words “ 'D’' 
Economic History of Wales ” impressed in gold on tlu? back. L 
consists (I) of a series of essays or monographs” uii certiiiu 
industries — including Uxgricvdture — the titles of the first- li v < • 
chapters being; J. Agriculture: .1 Brief Surceg; 11. 'I'lui 
Woollen Industry in Wales; llf. The Orowth and Decline of the 
Iron Industry; IV. From Coal Patches” to Coal Pits”, 
V. The Lewi, Copper, Tinplate and Slate Jn/lnstrles of W'alis; 
and (2) of four Essays dealing with ctu tain social coiiditious and 
movements mainly of the first half of the nineteenth century, tlu"- 
titles being; VI. J.abour Conditioiis ami Unrest; VII. The Truck 
System; VIII. The Agitation for Political Reform; IX. Chartism 
in Wales; (3) a chapter (X) covering a lopger period on The 
Shipping and Ports of Wales ; and (4) an eleventh chapter with 
the heading Some Aspects of Changes in the Distribniion of the 
Population, 

Finally, there is an index and a Bibliography whicli would he 
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-more useful to later students if it were much fuller and still more 
if it were in some degree critical and of a nature to suggest the kind 
and quality of the contents of the works which jxrc hero barely 
named. This defect is partly remedied by the citations in the 
course of the work. Here, however, Mr. Jones seems to me to be 
much too grateful or generous towards Jiis authorities, appearing 
frequently to adopt their statements and judgments rather than 
treating them as evidence for what they appear to be worth. 
One example may be given from the well-informed and interesting 
chapter on Chartism (p. 135). Here an analysis of explanation is 
quoted from the work “ 'J'he Rise and Fall of Chartism in Moii' 
mouthshirc ” of the character of John Frost, the author* being 
unnamed and perhaps unknown. Many readers would wish to 
know what Mr. Jones thinks of tliis explanation and of the per- 
sonal ‘‘ equation of its author. Does he, for exanqrle, endorse 
and adopt as his own what are not manifestly mr)rc than the 
flourishes of a spriglitly journalist, the references to “ a crude mass 
of political lore of which the lucubrations of Tom Paine and the 
tirades of the ‘ North Briton ' seemed to have formed a large 
component pari ” ? Mr. Jones has every right to agree with 
certain of his authorities ; but his readers have also some right 
to have liis reasons for doijig so. 

Tlie period covered varies considerably from chapter to cha])tor, 
partly from the nature of the case and ]>artly in ac(H)rdanco with 
the sources available to the author. An indication of the questions 
or problems which liad arisen from time to time, and whicli he had 
l)een able to resolve or compelled to abandon, would have made 
the work much more instructive and stimulating to the student. 
Mr. doncs's wide range of subjects and his interest in general 
matters, as shown notably in his lirst and last cliapters, give him 
iUi advantage over the writers of long monographs on particular 
industries, who, often against their wish or design, give the 
impression tiiat they regard the “ development ” or " prosperity ” 
of that industry as an end in itself. Jvumomic and social theory 
play too modest a part in Mr. Jones's treatment; and the fre- 
quency of this defect in historical work makes his manifestation 
of it not less regrettable, though more excusable. 

Except in expressly quoting authorities, I think that Mr. Jones 
should give the modern s])elling of jdaci'-iiamos, and [ would 
include emphatically the modern Welsh spelling, especially when 
it has conic into general use ; for exam})le. Ijwchwr for Llwchwr is 
perhaps a mere misprint — (p. d9), Panteg, not Panteague. A 
didicult problem, again, which Mr. Jones has not entirely solved 
No. 154. — VOL. xxxix. u 
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is that of making narratives involving reference to places, easy for 
a stranger to those places to follow. 

At his best, and when authorities do not overwhelm him, 
Mr. Jones writes well, and there are many parts of his work which 
I would recommend to students as thoughtful and wholesome in a 
liigh degree. I am particularly pleased with the last chapter, 
though not, of courses, equally with every statement contained in 
it. It awakens or sustains the hope that an economic history of 
Wales will come, and that it will increase the intellectual resource 
and mastery of those who study it. 

IV. J. Roberts 

University College, 

Cardiff. 


The Beginnhujs of Local Taxation in Madras Presidency. By M. 

Venkatarangaiva, M.A., x\ndhra University Series, No. 1. 

(Longmans, Green & Co. 1928. Pp. xii -j- 107. Rs. 3.) 

This little book is the first instalment of an important work 
on Local Government in jMadras Presidi^ncy contemplated by the 
author. It covers the legislation of the period 1H03-71, by whicli 
the existing local governing institutions were initiated in forms 
which have had to undergo much nuxlification and development 
since. It should be followed later not only by volumes tracing 
the course of that later development, but also by one or mort? 
tracing the relationship between the new institutions and the 
earlier ones of native growth which they partly supplemented and 
partly disidaced. 

Mr. Venkatarangaiya shows that the main motive prompting 
the Central Government in the legislation which he discusses was 
its need of supplementing its financial resources. The Indian 
revenue was extraordinarily inelastic. Kxcise produced oijy 
some £2,000,000 per annum, being limited by the religious ban on 
alcohol; Customs, with Lancashire insisting on free imports 
into India, but little more; income taxes were found dillicult, 
unpopular and unsatisfactory, and India was not ripe for death 
duties. A considerable taxable surplus existed in the unearned 
incomes of idle landowners like the zemindars of Bengal, but these 
were guarded by Permanent Settlement, the evil legacy of 
Francis’ hate of Warren Hastings. On the other hand, increased 
expenditure was imperative. The Mutiny had doubled the debt. 
True, the military reforms it brought about were effected without 
any addition to the military expenditure, the cost of increased 
pay to all ranks, improved barracks, and a small addition to the 
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British troops being more than covered by the great reduction in 
the total numbers. But with the coming of Crown government 
a levelling up of the standard of administrative efficiency was 
demanded ; and the urgency of the need for road -making, exten- 
sion of railways, irrigation canals, postal and telegraph facilities, 
to say nothing of larger provision for education and of a beginning 
of urban sanitation, had to be recognised. 

In these circumstances efforts at decentralising finance and, in 
consequence, administration also, ap]^K*ared the only possible 
solution, and the creation of municipalities for even small towms 
and large villages of 5,000 population and upwards was attempted. 
Naturally, if perhaps unfortunately, the type of institution created 
followed German rather than British lines, services to be under- 
taken by the local authority being mainly (jompulsory. There was 
also much fear that the inhabitants of the municij)alised areas 
would cling to old abuses rather than welcome novel and ox]>ensive 
improvements, and so recruitment of local couruals was by 
nomination rather than by election, and all activities were rigidly 
controlled by the officers of the Imperial services. 

Mr. Venkata rangaiy a has told his story so far lucidly and with 
obvious care for accuracy and impartiality, and this first instal- 
ment warrants the liope that liis whole plan will in due time be 
executed completely. Mr. C. Kamalinga Beddy, the Vice- 
Chancellor of the Andhra University, who supplies an introduc- 
tion, calls this volume “ our first tiny flower for India’s culture 
garland.” The creation of the Andhra University is the outcome 
of the union of the aspiration for cultural advance in the And lira 
(Telugu-speaking) country, which produced the village libraries 
movement, and the literary and dramatic revivals of the years 
before the war, with the vigorous political movement which created 
the powerful Non-Brahmin party. 

In financial resources it is possibly the smallest and weakest, 
as well as the youngest, of the universities within the British 
federation, and Mr. Reddy and his syndicate are to be con- 
gratulated on their courage and wisdom in embarking immediately 
on the policy of publishing sound and useful works, without 
aiming at too ambitious a standard. The great deltas of the 
Krishna and Godavari, where Arthur Cotton first showed the 
world what scientific canal irrigation is and can do, form one of 
the most hopeful districts of India, one which breeds 3 " 0 ung men 
with generous instincts, ready to respond to enlightened leader- 
ship, and of this fact the Vice-Chancellor of the Andhra University 
is fully aware. G. Slater 

u2 



NOTES AND MEMORANDA 


Unc’Eiitainty-hearixcj and the Income-tax 

§ 1 . The j)resonl |)a])er proposes to inquire into the “ announce- 
ment effects ’’ ^ of different schemes of income taxation on the 
distribution of productive resources between safe and risky 
investments. 

The basic idea of this analysis is the ranging of uncertainty- 
bearing among the factors of iwodiiction — much in the manner 
suggested by Professor Pigou in A])pendix J to his Economics of 
Welfare — and assigning to it a marginal productivity of its own. 
Since exposing a certain amount of wealth to a certain risk must 
be held to involve a st)ecific disutility a})art from the abstinence 
involved in parting with immediate consum[)tion, we may (‘xpect 
that investors in general will be ])re])ar(‘d to umlerlake “ poj- 
diictive uncertainty-beaiing only w}i(*n offered the jaospect of 
a higher average reward from risky investments than from saf<‘ 
ones. 2 

Taking the disutility of uneertainty-bearing into account, it 
may be laid down that tluax' is a certain point up to which thc^ 
taking of certain risks will increase the national dividend. Tims, 
from the ])oint of view of maximising the national dividend. 
th(‘rc is an ideal distribution of productive resources betwcrii 
occupations of dilferent degrees of safety. 

§ 2. To start with, the effect of a strictly proportit»iiMtc 
income-tax will be eonsid(*red. 

Suppose the normal jnind is nq/resented by a person (;qfia]ly 
willing to invest a certain amount of ca])ital for a. sequel of y<'aTs 
in some perfectly safe manner, yielding an annual revenue oi 
5 per cent., and in an enterpriser where it is exi)osed to an equal 
chance of an 8 jjer cent. lo.ss and a 20 per cent, gain in any one 
year. 

What, now, will be th(r effect of a 10 p(‘r cent, income-tax ? 

The safe investment will yield a revenue of 4*5 [>er cent., and 
the risky one will give, in one of the fat years, a net revenue ol 

^ This f3Xpro.s.si()ii was horrowxsl from ProfuH.yur Higou’s in Vuhln 

Finaw'v^ p. 73 vt pamiim. 

® nigt)\i, Kconomira of Wtljan^ 2ntl ftl., p. 730, fooinotc. 
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18 per cent. But the loss in one of the loan years will still be 
8 per cent., and the annual average, therefore, will now be no 
more than 5 per cent. The premium of 1 per cent, for the riskier 
investment is thus reduced to *5 per cent., and in all probability 
this smaller premium will cause a smaller i)a.rt of the annual flow 
of capital to go into risky undertakings. And the effect of this is 
necessarily a lessening of the national dividend. 

If the proportionate income-tax were fixed at 20 per cent., 
both investments would yield the same average net revenue of 
4 per cent., and no extra reward would be had for the trouble of 
taking the risk in question, if the rate were as high as 110 per 
cent., the jjremium would bo changed into an actual line, the safe 
investment yielding an annual revenue of 3-5 per cent., the risky 
one 3 per cent, on an average. In this case, taxation would have 
changed a productive uncertainty into a pure gambler’s risk, and 
we may assume that next to nobody would care to run it. 

§ 3. It will be observed, however, that the reasoning of the 
[)revious section holds good only of risks implying a net loss in 
tuny one year. It is improbable that this is a very common type 
of busin(*ss risk. And as soon as the choice is between a small net 
gain and a large one, 8«av 2 per cent, and 10 peu’ cent, per annum, 
a proportionate income-tax will indict a cut in the reward of 
uncertainty-bearing no larger than that to which all incomes will 
b(^ subject. 

But if there is an ex(*mption limit, incomes below which are 
not touched by taxation, a ]»ro])ortionate tax may differentiate 
against risky investments in a larger number of cases. Suppose 
the sum of money to bo invested is £4,000, the annual revenue of 
the safe investment being £200. The risky investment, we shall 
suppose, yields £80 in one of the lean years and £400 in one of the 
fat y-Lars. If incomes below £100 are exempt from income-tax, 
a 10 jH*r cent, tax on all income almve this limit will take £4 oiF 
the income derived from the safe investment, but £2t off that of 
the risky one in every fat year, leaving the lean year revenue of 
the risky investment ta x-frec. Since we ha vo assumed t he chances 
of the latter to be of the iifty-flfty variety, the average annual 
tax-burden in this case will be three times as high as in the case 
of the safe investment. Thus, while if there were no income-tax 
the safe investment would yield 5 per cent, and tlio risky one 
0 per cent, annually, these percentages will be reduced by a 
10 per cent, income-tax to 4d) per cent, and 5-7 per cent, respcc- 
tively, reducing the reward of uncertainty-bearing from 1 per 
cent, to -8 per cent. 
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§ 4. The next step is to inquire how a progressive tax will 
work in respect of differentiation against uncertainty-bearing. 
The type of tax we shall have to consider is one under which 
different parts of the same individual income arc taxed at different 
rates. One rate, e.gr., will be applied to the part of income below 
£160, another one to the part between £160 and £500, and still 
another one to the part between £500 and £900, etc.^ In this 
case differentiation will take place as soon as the fluctuation of 
incomes from the risky investment is large enough to place the 
income of different years in different income classes. If the 
incomes in question belong to adjacent classes, e.g. to the £160- 
£500 and the £500-£900 class, this is obvious. But the same thing 
will be true even of incomes belonging to classes separated by one 
or more classes. For it will mean that one part of the fat year 
income will be subject to a higher tax rate than if incomes of 
different years had been less dispersed around the average, while 
no income is subject to a lower tax rate than it would be in case 
of a smaller dispersion.- 

f 5. The preceding analysis has given the answer to the 
question how these several systems of income taxation compare in 
respect of the degree of differentiation against unccrtainty-bcarinu 
they imply. 

(1) A strictly proportionate tax will differentiate only in tlu‘ 
case of very risky undertakings, so risky as to involve the prob 
ability of a net loss in any one year. 

(2) Introducing an exemption limit into a proportionate tax 
system means extending differentiation to all cases where lli< 
income of any one year is so small as not to exceed the exem]j<i<»n 
limit. 

(3) A progressive tax means differentiation in all cases wi'»‘ 
the incomes of different years fall inside different income eiass('s 
under the taxing scheme. 

There remains one question to be answured : What alterntioJi > 
imi(hom of these tax systems w ill increase or diminish differentia - 
tion against uncertainty-bearing ? 

In answering this question we have to distinguish bctwe*’u 

* A p^o^^(*H8iv(5 tax of a typo 8 ubjiM;ting the hulk of an iiiilividiml inr.onicio 
H higher rate of tax, 8 hf)ijl(l it fsxccod a rortain amount, tlian that applied to tl** 
hulk of an iiicomo not attaining this limit, may Ix) ruletl out, sirico its annouin.f - 
nicnt efforts would rondor it impracticable. 

* If a 8cliomf3 of the typo described in tho above footnote were? [mictica ) e, 
th (3 higher tax on tho higher iiu^omo might bo compensated by tho correspond inh' > 
lower tax on tho lower iiicomo in such a way tliat no difforontiation whatever 
would take place. 
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two ways of increasing and diminishing differentiation, viz. as 
regards intensity and extensity of differentiation. 

(1) If the rate of a proportionate tax is raised, this will 
intensify differentiation ; it will increase it in the cases where it 
exists already. But no raising of rates can extend differentiation 
to comprise a larger number of cases. 

(2) If the rate of a proportionate tax with an exemption limit 
is raised, differentiation will he intensified. And if the exemption 
limit is raised, differentiation will be extended to cases where it 
did not exist before. 

(3) A progressive tax w'ill differentiate in a larger number of 
cases, the narrower the limits of the different income classes. 
And differentiation will become more intense the steeper the 
progressivencss of the tax rates. 

Sven Ahman 

Gothenhirg, Siveden. 

Large-Scale PRonrcTrox 

Note on Professor Yocng’s Article on Inc reasing Returns 
AND E(X)nomic Pro(;rkss 

Professor Young derives from Adam Smith's dictum re- 
garding the limit of division of labour the implication that 
division of labour begets division of labour. In the same way, 
taking an inclusive view of the producing-consuming organism, it 
can be shown that large production l)Ogets large production ; or 
that in dealing with the limits of large production an important 
consideration is the amount of that large production. The 
elusive optimum productivity might here receive some illumination, 
and w^e may also be afforded some glimpse behind the scenes 
of the law of concentration that Gidc takes so much pains with. 
For this takes the form not merely of intension, but also of 
extension : much can be ascribed not just to the intension of wants 
or types of industrial organisation, but also to the extension of the 
principle of mass production to non -concentrated organisations 
and to Wyants wdiose satisfaction is not a priori susceptible to such 
production. Mass production is contagious. The gravamen is 
that the more one organises on a large scale the more one wants to 
and may be needs to. 

The a priori nature of the older economic analyses made of 
large-scale production the contribution of a static solution to meet 
a static situation in the same w’ay as it made profits and interest 
fo consist in a static periodic surplus. But the relevance of 
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large-scale production is in its growth and not in its design. The 
attempt to cut out tlie two and paste them in a scrap-book 
distorts the whole matter. Large-scale production is but one 
aspect of economic inter-relationships and is symptomatic rather 
than original. 

The fundament of large production is that men have wants in 
common together with common ways of regarding the satisfaction 
of these wants. I not only want shoes, l)ut shoes of a particular 
pattern. If there arc thousands of others like me, then large 
production is possible and, under a regime of tentative pushings, 
almost inevitable. And the movement gains impetus of itself. 
There is a whole gamut of wants that men have ex naliira, the 
manner of whose satisfaction would ap])car to remain largely a 
matter of indifference. Hut the common wants are, in each 
individual, melted into peculiariti(‘s to synchronise with whole 
realms of a'stludics, hopes and hard ‘‘ artiticial ” necessities. 
Consequently the wliole possibility of large ))roduction will depend 
upon the ])rcscnce in individuals (»f comtnon tracts of o[anion and 
outlook. It is o])inion working a want that moulds a want, as any 
approach to a theory of i)rices will (n'inc(\ 

It is the expectation of satisfaction allied to an oj)inod method 
of obtaining it which moves demand. In so far as demand 
manifests itself it is iji relation to some lix(Ml comnuxlity or t} jie 
of commodity, and betweeui the expectation of some utilitorian 
'‘grace” and its fullilment stands the ‘‘sacrament” of tin- 
commodity. The grace determiius the sacrament. Ivpially lru»* 
is it that the sacrament giv(‘s form and didcu'mination to tluj grat t 
When, therefore, people have wants in common it is no m^t ess.w ' 
criterion of the ])ossibility of mass production. Ere that arri'. * '■ 
we must have a coincidence of sacrament. U"e must not 
all want arrow-heads, but arrow-lu^ads as made by warriur .\. 
Not even our common mother-nature- wants necessarily g’o b all 
individuals alike. 

The effect of men living together is twofold. Mothcr-nal mo- 
wants tend to be moulded to fit a commrm groove of expression, in 
manycases comparativ(‘]y easily accomplished. \VitIi this together- 
ness arises, further, a modification of our wants themsebes 
together with their amplification by wants in common and already 
commonly expressed. Indivuluals ])ool their notions of worth 
whileness. Social life demands a certain commonness, wliethcr 
as an inexorable comj)romisc, a happy coincidence of notions or 
a willing subjection. It is, further, the medium of additional 
v'ants. Not all of these arc nccc.ssarily ah initio common aJid 
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commonly expressed. Side by side with an increasing standard- 
isation of grace and sacrament grows a maze of multi-various 
“ luxuries and means of intonsor living — ofTcrings to tlio 
uniqueness of the individual. 

We would confine ourselves hero to the province of standardisa- 
tion as affected by the coming together of j)ef)ple. This coming 
together is an aspect of population, of transport development and 
(by no means the least) of the increased s])rcading and infiltration 
of ideas. Grouped in associations, men increasingly rub shoulders, 
and the exigejice of a common basis of living s])rea(ls to more 
intimate and extensive tracts of the individuality, f nd ividualiti( s 
and localisms are sunk in a larger pool of national and international, 
social and economic associations. In these associations men are 
moulded to particular ])atterns, and themseha^s, in terms of the 
grouping of power, design or amend that pattcun, So taught and 
teaching, moiddcd and moulding, men strike out standardised 
demands for government, for no more war. for boots and for coal. 
So grou])cd and habitiialiserl, men come 1o common o])inions on 
organisation, on loving and on chicken-brciMling. 

(Jiven a measure of large ]>roducti{>n, that measure becomes a 
dominant tint in the social picture. It iK'comos a ])art of tlio very 
nature of individuals to ac(‘ept its implications. The accom- 
modation of their spirits to the structure which gives them liveli- 
hood makes this measure of standardisation inevitable and even 
good. The stature, of the standardised commodity a])pears 
(expedient and tlien wortlnvhilt‘. This remains so as long as the 
system of mass production implied “ works " or “ pays.'* Thereby 
a firm standardised rivet is liammered into the individual. His 
accommodating himself to others is consequently facilitated, 
wliothcr as regards the institutions of ]iroduction or in the demand 
in common for specific goods. That is, the increase in the 
individuals of standardised tracts of o|)inion or notions of worth- 
whilenoss is expedited. No amount of bitt(‘r invective can over- 
come the fact tliat a large trust or cartel, to liave developed, must 
have been apt and potentially workable, and becomes in conse- 
([uonco an intimate x)art of that economic striu turo which results 
in wages as tliey are, commodities as they are, and wants and 
satisfactions as they are. 

Nor does this standardisation necessarily imply “ rationalisa- 
tion.” It is not rational nor does it work a priori. An economic 
system which found largo measures of its inception in the Imiuls of 
a philosophic midwife who relegated to each individual the working 
out of his own happiness, now works on the basis of an habitual and 
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standardised faith on the part of the individual in others. Large 
production, as Professor Young points out, is by no means 
necessarily Mussolini work. The production of a Gothic cathedral 
was not the work of a master mind so much as the habitualised 
co-ordination of tlie work of generations and groups of workers 
bound together by large-scale thought -habits and standardised 
aesthetics and constructional theories. Each did his part in the 
scheme of a whole which itself was the expression not of some 
architectural entrepreneur, but the group consciousness — that is, 
tlie standardised common basis of living of those concerned in the 
product and wrought throughout the togetherness of many 
generations. Large production necessarily implying a dictator is a 
conclusion based on the old static conception of the entrepreneur, 
the great leviathan, who arranges and disposes. The great 
leviathan actually is society, which eru])ts from time to time in 
singular foci of power and density in the aptness of certain 
individuals to interpret and dominate in ])articular s]>heres. These 
men are themselves but a part of the whole organism. An in- 
dustrial unit, by remaining organised on a comparatively small 
scale, does not lose thereby the possibilities of large production- it 
may even be pushed to it. An increase in the standardised demand 
for its goods, together with starulardised notions of individual 
organisation and the habitual togetherness of parts of an industry 
(perhaps to be considered best as an organic relationship), would 
lead to, and docs lead to, its taking a part in |)rodu<*ing analogous 
to the wood-carver producing rim Cathedral. 

Appetite comes with eating. Jn the living together of ])eo|;]« 
man pools his energies as a rule of efiicient economy. Thi: 
enhances the ))ossibility of common bases of worthwhileness end 
therefore breaks the way towards mass i)rodiiction. Mass pic 
duction is a social effort which, while relying up(»n the on 
centrated nature of society, it.self concentrates society. Tt is ‘.n 
aspect of the producer-consumer organism, and actual or 
rational ” dictators of organisation can only find place in llu* 
workability of this organism. This particular development is not 
a priori necessary, although no final conclusion as to this, as to 
the optimum efficiency or a maximum rate of j)rogress can be giv<‘u 
at the present stage of expert analysis. 

W. L. Kendall 

University of She ffiehl. 
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Officiai. Papers 

Final Report of the Committee on Industry and Trade, {The 

Balfour Committee.) (Cmd. 3282. 5s. 6d.) 

This volume concludes, largely by way of summary, what is 
probably the widest survey yet undertak(‘.n of British industrial 
and commercial conditions and prosp(‘cts. In six previous 
volumes the Committee has supplied, from the archives of Depart- 
ments and its own deliberations, a mass of information so great 
and varied that, oven with the aid of valuable introductory 
reviews, it can be only gradually absorbed as material for verifi- 
cation or criticism of economic theory. Jt is a tribute to the 
value of their labours that 22,000 copies have been sold, and that 
the demand continues. They suggest, in this volume, the further 
issue of selected parts by different Departments. I think, how- 
ever, that the ])ublie, the industrial community, and economic 
students will be willing to call “ enough ” ; and that only because 
this volume presents, with sufficient brevity for so extensive a 
survey, the final outcome of facts .and conclusions. 

A number of different reforms might, after such an inquiry, 
be })ointed out as advisable here and there, to be taken up by 
one authority or another, ])ublic or private, from the side of 
capital or of labour: but the conclusion which is reached is a 
general one, calling for a more active grasp and anticipation of 
influences partly due to the war, partly to the fullness of time 
and maturity of development, and therefore for a revision of 
attitude and outlook. This is especially the case with the forces 
which in part make for and in ])art call for the s])irit of com- 
bination; .and the most pointed (*onclusion that is drawn is in 
relation to ‘‘reconditioning” or rationalisation, as applied both 
to organising technique and the relationships of labour and 
capital. 

This confirms the general movement of economic thinking in 
the nineteenth century, which has had to re-think the problems of 
monopoly , under the pressure of historical evolut ion . Disa])poiuted 
in competition, though not quite off with the old love, it is 
making up to a rival who has .some of the admired features, but 
seems to be more dependable in her ways. A majority of the 
Committee think her authoritativeness not dangerous, if combined 
with British character. In other words, they do not think that 
any special Tribunal is required in this country to supervise the 
monopolist tendencies of rationalised industry. Nor are they in 
favour of the suggestion to register as “ Public Corporations, 
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under certain conditions, businesses whicli have attained a certain 
size. A minority regard such a position as unstable ; the argu- 
ment is unsettled, and no one would projihcsy how it will stand 
in another decade. 

Partly dependent on this is the rccoimnendation for publicity 
of data. Beyond that which wdll be required for the observation 
of the use made of tlutr position by combines and protected 
industries, the Committee desire a regular annual publication of 
some of the fundamental indices of industrial activity and welfare, 
with a five-yearly comparison and analysis. 

The reference of the Committee was to the export trade, 
though it is obvious that exporting power is irivolved with 
efficiency as a whole. Perhaps the main special conclusion on 
their reference is that, where an industry sells through merchants, 
manufacturers sliould not thereby consider themselves a])soIved 
from visiting their own markets, partly to estimate intermedia I 
costs, partly to know what is going on. A greatcT control from 
the manufaeturing end, in sucli industries, has oftiai bc'en urged 
as a safeguard against variations in styh^ wliicli ari‘ attractive to 
merchants, hut oft(‘n cause* excessive fluctuations in industry. 
The Comniittco note a tcmdency tow'ards increase in direct s(‘lling ; 
and think there is scope* for a measure of joint selling in ex])or^ 
trade. I'lie U.S.A. has shown that the nu*asurc is v(‘rv con- 
siderable. 

The greatest prol)I(‘ins on tlu^ labour side are mobility and 
demarcation, and on the latter the (,\unniittee speak very strongly, 
in view' es})(‘cially of post-w'ar conditit^ns. Tluw do not lliin- 
that insuranee against unemployment has increased the evil, an.i 
find that the United States has not been appreciably hettia oil 
in that w'ay than oursidves. They do not support Family Alli v. 
ances, or regard Profit-Sharing as applicable to the unshvdtMc ' 
trades. They arc strong for the maintcaiance of the volunia* v 
principle in industrial relations, which means the rejection of liu* 
plan to give com])ulsoryJpow'ers (with oiui exception) to Joint 
Industrial Councils. And they are doubtful if a National Imlus- 
trial Council will serve a ii.seful purpose, holding that annual 
conferenees would be suffieient. 

Both because of the nature of their reference, and of llic 
accidental w'ay in wdiieh our recent tariff policy has been framed, 
the conclusions of tlui (kunmittec in the first and last sections 
are of special interest, ft is suspicious to find tliis general 
approval of la stains quo which has been arrived at casuall.V- 
Tliougli they endorse the findings of the Geneva Conference that 
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tariffs have gone too far, the force of this is diminislied by their 
defence (from which a minority dissents) of all our o\\'n new 
tendencies towards protection. Our “ national type ” of tariff 
they define as one based on revcMiue, prefen^nce and defence. 
They reject such elements in other types as retaliation, bargaining 
tariffs, and tariffs based on differential labour costs. Nothing is 
left for other types except the strcngtlicning of the position of 
the manufacturer in the home market,” as to which they hold 
tliere is no conclusive body of doctrin(\, anrl no (‘onclusivc evidence 
to be drawn from the recent history of our j)rotected industries. 
If this is so, it must be open to doubt whether the (h‘n(‘va Con- 
ference was right. Jii reply to a minority who desire to sweep 
away the Key Industry and Safeguarding duties, the Committee 
changes its ground to the desirability of a stal)le tariff policy. 
This is valid only within the condition that the ])olicy is economic- 
ally sound, and is not a re])ly to an analysis of unsoundness. 
And the defence of the .s7f////s* quo is carried very far when, having 
argued at some haigth that it is ‘‘ ndther defensible in theory 
nor feasible in practice to frame our tariff ]>olicy with the oi)ject 
of neutralising intm'uational diff(‘renoes in labour (‘osts," they 
advise that the Safeguarding Committees should “ in any revised 
procedure liave unfettered disendion as to the wdght to be 
givtm to this factor in any particular case.” 

'Ihe conclusions of an important Minority (on the general 
lindijigs) is that th(' wliole task of reconstruction rccpiires a more 
("xtensive pul)lic control, fo(*iissed in two bodies: a National 
I0(‘()nomic (‘ommittee, whose instruments would bi' the scientific 
use of economic knowledge in forming general ])olicy and puldicity ; 
and a National Employment and Development Doard, which 
would be the J^xecutive of that policy. This conforms with the 
conclusions of other recent impiiries into national industry, and 
the ar^innimt of the Final lb‘})ort is in many ways so tentative 
that such a ]}ro])osal caiinol be excluded as extreme. 

1). H. MACounooK 


OBirUARV 

Professor Alias A. Vorso 

Allyn Abbott Yon no. Professor of Political Economy in the 
University of London, died suddenly at Kensington in the early 
morning of March 8, 1929, from an attack of ])neiimonia, super- 
vening upon what a]>pcared to be merely a mild ease of inlliienza. 
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By his death on alien soil at the early age of fifty-two, a great 
career was brought to a tragic end, and high adventure sealed with 
the impress of disaster. For Young, though in so many respects 
the antithesis of the “ typical American,” as the Englishman 
unfamiliar with the United States is tempted by tradition, fiction 
and the film to sum him up, possessed at least one American 
characteristic — a willingness to risk translation to new surround- 
ings and new tasks which took him first from the Middle West to 
California, thence to the two great Eastern Universities of Cornell 
and Harvard, and finally to London and to his death. Called 
upon, the first American to hold a Chair of Economics in an 
English University, to follow one of the most trenchant, brilliant 
and original of living economists. Young succeeded in the short 
space of eighteen months in grafting upon the living tree of 
London economics his own characteristic outlook, helped in 
this, as in his relations with colleagues and students, by a unique 
combination of personal charm, profound scholarship and an 
almost embarrassing modesty so far as his own achievements were 
concerned. 

Jlorn in the Middle West, of New' England parents of pure 
British descent, Young was educated at Middle Western institu- 
tions, taking his doctor’s degree at Wisconsin. He did not at 
first adopt an academic career, but, once started, fie enjoyed an 
extraordinarily wide experience, holding chairs successively at 
Leland Stanford, at M'ashington, at Cornell and at Harvard, 
leaving the last University in 1927 to succeed Prof. Cannan at tlu* 
London School of Economics. It may be doubted wdicther h«‘ 
w^mld ever have stayed in London permanently. Harvard nevt ? 
ceased to hope that he would return, and his gre«at reputitaui 
resulted in his receiving an almost embarrassing succession af uiirr:-' 
from other institutions. At the time of his death, indeed, he \v;is 
facing what he himself regarded as the most difficult decision of his 
career — whether to return to Harvard at the end of the three 
years for w^hich he had pledged himself to London, or to aec(‘}>t 
a princely offer from Chicago, which would have afforded him the 
leisure for that systematic writing to which he had onh" very 
recently felt himself imj:)elled. He had, in fact, in the last few 
months begun w ork upon a systematic treatise on economic theory 
and had resumed the writing of the work upon monetary theory 
which he had begun at Harvard. 

For such systematic writing Young was admirably cquipp<*<^ 
both on the intellectual and the practical sides, and if the world 
has been robbed by his premature death of works which might 
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permanently have enriched the science, the fault perhaps lies in 
certain defects of temperament. No one who was brought into 
contact with Young could fail to be struck with his perfectly 
astonishing range of knowledge, which was not in any way confined 
to those technical disciplines which fall within the somewhat loose 
confines of economic science. He seemed as much at home in 
the fields of pure mathematics, general scientific methodology, 
metaphysics and political science and ethics, as in the fields of 
statistics and mathematical economics, the history of economic 
doctrine and the more specialised aspects of international trade 
and money. His practical experiences of men and things had 
also been very wide : he had been associated with the work of the 
U.S. Bureau of the Census and the problems of the American 
fiscal authorities, had been head of the Economic Section of the 
American peace delegation at Versailles, and had worked wath 
, Jeremiah Smith in llungarv, serving later also on the Consultative 
('ommittee of the League of Nations. He wiis an honoured 
collaborator in the work of the Harvard Economic Service and 
had been in close touch with the problems and the authorities of 
the Federal lU'serve System from its very earliest days. Seldom, 
indeed, can it have happened that so catholic and scholarly a 
mind should have had so many op])ort unities of enriching itself by 
contact with practical problems and with eminent personalities 
in the world of events. 

The experiences were too wide, the stimuli too many, when 
combined with Young's personal (piaUties, to make systematic 
writing easy. It woidd be the grossest injustice to his memory to 
suggest that he was unable to make u]) his mind : the trouble w as 
that he was unable to concentrate his interests and to confine 
himself for any length of time to a single range of problems. A 
parssion for thoroughness would drive him on to e.xplore every 
inch oi the field in which he w'as for the time ])eing interested : he 
w as alw ays convinced that economic truth w as not the monopoly 
of a single school or way of thinking, and that the first duty of a 
teacher and thinker was to see the strong points in every presen- 
tation of a point of vkwv. Sueh an attitude of mind, combined 
with great personal modesty, made for unsystematic writing : 
for scattered papers and articles ami not for a comprehensive 
treatise. In many respects he resembled Edgeworth, for whose 
work he felt a growing admiration; and if Young's work is ever 
collected, it will be seen that, like Edgeworth's, it amounts in 
sum to a very considerable and impressive acliievement. Mean- 
while there are available the selection from his published papers 
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which was issued under the title of Economic Problems^ New and 
Old in 1027, and the invaluable technical compilation, the Analysis 
of Banking Statistics for the United Slates which the Harvard 
University Press produced in 1928 ; a permanent contribution 
to its subject and at the same time a witness to Young’s interest 
in the practical })roblems of banking and currency. In the realm 
of pure theory, Young was moving towards a new mental orienta- 
tion : the detailed minor problems which had hitherto interested 
him were beginning to recede and were making for a new synthesis : 
under the insjiiration of Cournot and Pareto — and among the 
younger generation of Dr. Sralfa — lie was inclined to regard tluj 
treatment of specific ju-oblems, other things remaining the same,” 
as definitely wrong. 

The very qualities which made it difliciilt for Young to under- 
take systematic writing made him a g?‘eat teacher and colleague, 
lentil one had come into personal contact with him, it was not easy 
to understand precisely how his great inlluence in the American 
economic and academic world had arisen ; these difficulties 
vanished on acquahitanee. Allied to a massive and vigorous 
frame, a most imposing and attractive cast of countenance, was a 
charm of manner ami an easiness of iK'aring which made it jmssibh' 
at once to enter into fj iendly relations : and Young und(‘rstood, as 
all great teachejs do, the art of bridging the gulf w hich difi’enau rs 
of age and of reputation set up })etween the master and the ])Upi!. 
He was easily — in his own interest all too easily — accessible l)oth 
to his own students and to his (u)lleagucs, and was at all times 
ready to put his extraordinary st<)n*s of knowledge; at tlu; disposfd 
of ariyone wlio sought his advice : with the r(‘sult that j)robal>!\ 
no living economist has liad as much influence as Young had 
through the s])oken, rather than the written word. Au l s'v 
though he founded no school and has h;ft no single outstandinv 
achievement behind him, Young nevertheless has })rofo!i);(!lv 
influenced the present icnipcr of (‘conomic thought in the rnilcd 
States, through the impress of his striking personality ami hard 
thinking on the minds and hearts of tlic young economists wlm 
flocked to him at t'ornell and still more, at Harvard. 

For Harvard and for Harvard men Young had an atfection and 
an interest wliich reflected the dec])est i/npulses of an essentially 
gcmcrous nature, ib; came to Harvard in early middle-age, at the 
very height of his powers, and the glamour and the traditions of 
the greatest of American Universities stimulated and warmed 
him as, one imagines, no other influence had previously done. 
Only those wdio knew him at Harvard can appreciati; the com- 
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pliment he paid the English world of learning when he accepted 
the Chair of Political Economy in London, for in many ways 
he occupied an absoluLOy unirpto position among professional 
American economists. For an English Chair lie possessed many 
qualifications, chief among them being a ])rofound knowledge and 
appreciation of the English classical c(;onomists : his interest in 
monetary and international trade problems had led him to a close 
study of Ricardo, while for J. 8. Mill’s work he had a sympathy 
which is now rare. An English environment suited him, and he 
a])preciated to the full such honours as his colleagues could bestow 
on him : honorary membership of tln^ Political Economy Cliih and 
the Presidency of Section F of tlu^ P>ritish Association, llis 
relations with his colleagues were of the ha])piest kind, and he 
had thrown himself lieart and soul into the life of the London 
School of Economies, for whose furtlu'r d(^v('lopment, os])ecially 
as a centre of post-graduate economic teaching, he nourished 
ambitious plans. 

Young married in 1904 : his wife and son survive him. His 
English friends, and not only those whose ])rivilege it was to enjoy 
their gracious and easy hospitality at Harvard and in London, 
will desire to extend their sym])athy to Mrs. Young and her family. 
A large and im])ressive congregation assembled at the ^Memorial 
Service at the (diureh of St. Clement Danes on March 11 to do 
honour to his memory ; (‘conomie scholarship has lost one of its 
masters and the groat cause of Anglo-Amc'riean friendship one of 
its most powerful supporters. 

T. E. Gregory 

Sir R. Henry Hew 

Fur death, on A])ril 7th, at the age of si‘venty, of Sir Henry 
Hew' removed one who, both in his i)llieial career and in the 
[jossession of certain almost unique attributes, may be likened to 
another illustrious “ Rural Economist * — Arthur \'oung. The 
Huitability of each to his ultimate calling was lirst demonstrated 
in the capacity of outdoor “ Reporter." Young's articles u})OU 
the state of Agriculture, investigated county i>y county, brought 
him, at the age of fifty-tw'o, to London in the (\ipaeity of Soeretarv 
to the newly-formed Hoard of Agriculture ; Rew', also in middle 
entered the Department of State bearing the same title as a 
direct result of the work he had so ably carried through as an 
Assistant Commissioner to the Royal t\>mmission on Agri(‘ulturc. 
Iiior to this ho had been in turn Secretary to a Breed Society, 
No. 154. — VOL. x\xi\. X 
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to the Central Chamber of Agriculture and to the Local Taxation 
Committee. Anyone who has read his Reports to the Commission, 
c.gf. those relating to the counties of Norfolk and Dorset, will 
agree that he possessed to a remarkable extent the ability to 
describe accurately and in a manner to compel interest all the 
many factors that range themselves under the term “ rural 
economy.’’ Thus, such diverse subjects as price levels and 
purchasing power, bimetallism, land-tenure, taxation and trans- 
port all figured in his reviews; he possessed, moreover, very 
considerable knowledge of farming practices in different parts 
of the country. Thus admirably equipped, it was inevitable 
that his subsequent career should have been that of a highly 
successful ('ivil servant. At first in charge of the Statistical 
Branch of the Board, where he fostered and developed the already 
remarkable series of leturns, he was, in 11)06, promoted Assistant 
Secretarv, a post which carried the supervision of such, to him, 
congenial undertakings as tithe, enclosures and commons, involv- 
ing, too, much more of human and economic interest than is 
conveyed by the official titles. The war inevitably brought to 
him numerous obligations. A preliminary Census of food supplies 
was one of his first undertakings; thereafter, he was successively 
Secretary to the Ministry of Food, Chaiiman of the (h’ain Supplies 
Committee, of the Allies’ Wheat-purchasing Committee, a 
Member of the Royal Commission on Wheat Su})plies and, finally. 
Deputy-r’hairman of the original Agricultural Wages Board, 
where the administration of a principle entirely foreign to agri 
culture involved delicate handling, ft is undoubtedly true tli.it 
the work of all these war-time bodies concerned with the supj; ' 
and control of labour, land and food (human and animal. 
produced or imported) was gn^atly facilitated, and in sonit* f > 
only made feasible, by the adequacy of the statistical informai ; 
that had, in times of peace, been collected on Kews initi.uive. 
Appointed a C.B. in 1912, he was created K.C.B. four yrars 
later.- In 1921 he retired from the Civil Service. Unofficially 
his interests were mainly statistical, and, in this connection, it is 
perhaps noteworthy that his name never aj)peared in the p{Jgt‘s 
of this JcnJJiXAL, either in the ca])acity of contributor or reviewei , 
although his own wTitings were frequently of an economic 
character, and, as such, were the subject of flattering notices 
by other persons. Ho was the author of a valuable text-book, 
entitled A Primer of Agricultural Economics, and in both the 
^lory of the Agricultural Club and his Agricultural Faggot he wrote 
with discernment and ability upon the historical, social and 
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economic aspects of agriculture. For nearly twenty years he 
was Honorary Secretary of the Royal Statistical Society; he 
received the Guy medal of that l)ody in 1 905, and was its President 
in 1920-2. His technical knowledge safeguarded the official 
agricultural statistics from any dangers that threatened without 
the Board, and within it he was able progressively to increase 
their value, while his prefaces to their annual presentation in 
type were models of what such interpretations should he. The 
Agricultural Club (an unofficial offshoot of the Wages Board), 
Section ‘‘ M ” of the British Association and, finally, the recently 
formed Agricultural Economics Society, of w Inch he was President 
last year, all gave Kew^ numerous o]:)portunities to demonstrate 
his width of knowledge, his judgment and, above all, his intense 
affection for all those many interests that arc embraced in the 
term “ British Agriculture.'’ Many of the proposals put forward 
in connection with food supply and the control of the industry 
during and after the w'ar must have greatly shocked him, but 
he never showed any trace of personal feeling, and those engaged 
in epliemeral Departments whose activities overlapped his own 
were alw ays assured of a wTlcomc from one ready to ])lacc at their 
disposal both advice and assistance. Agricultural economists 
are not a numerous body, but, whether oi iginally detached from 
the study of agriculture, history or economies, they will, both 
individually and collectively, deeply regret the passing of one 
who set an exceptionally high standard in their diversified calling. 

d. A. Venn 


Gurrext Tones 

Tjie following have been admitted to membership of the Royal 
Economic Society : — 

Ahmed, F. Bartlett, C. A. Bradford, Prof. F. A. 

Akcrman, Dr. J. Batson, H. E. Bugge, K. 

Allen, R. Baxter, Miss B. Burr, G. B. 

Armour, W. N. McS. Baxter, 11. F. Gampbell, M. 

Armstrong, W. G. Bennett, A. F. Chalahi, A. R. 

Artaud, T. P. Bennetton, J. H. Chopra, S. R. 

Artiss, E. E. Berkeley, R. F. Cockrill, A. L. 

Atkins, W. E. Bhasin,'p. C. Conn, Prof. J. E. 

Auld, G. P. Biddulph, G. Cornelius, J. C. 

Balcom, Prof. A. B. Bittermann, H. J. Corp, E. A. 

Barraclough, W. H. Bolling, C. L. Crompton, G. 
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Gunnison, J. 

Kleerckoper, S. 

Perera, N. M. 

Das, P. B. 

Klein, Dr. L. 

Pettinger, 11. \V. 

Davenport, K. II. 

Koimo, Y. 

Price, J. G. T. 

dc Kinder, J. A. 0. 

Kwong, S. W. 

Pritchard, J. C. 

Dey, S. K. 

Law, Dr. A. F. 

Quick, F. 

Doulton, J. M. 

Leslie, VV. 

Rajan, V. N. 

Eccles, D. McA. 

Lewis, H. 

Raju, M. G. 

Eckliard, Miss E. V. 

Lewis, J. If. 

Ray, S. C. 

Engineer, J. N. 

Limebeer, A. J. 

Ribo, X. 

Evencliick, E. 

Ijimperg, Pr(^)f. T. 

Richardson, 1). W. 

Farnliill, J. A. 

Lij)szye, J. 

Rodgerson, G. 

Faulkner, Captain 

Jjlov(i, D. M. 

Rokeling, G. D. 

P. J. 

Lopex, A. 

Ryder, F. 

Fenwick, J. 0. 

Lowenthal, Frof. E. 

Saksena, Prof. G. L. 

Feyler, Mrs. 0. 

Lucas, J. 11. 

Silvey, R. J. E. 

Fields, M . 

^lacbeth, A. 

Simey, T. S. 

Finlinson, M. 11. 

Macdougall, J. D. 

Smellie, K. R. 

Fisher, N. A. 

Makai, Dr. E. 

Smit, C. J. 

Fujioka, T. 

McGeoeh, A. 

Smith, (\ T. 

Goodwin, H. 

Maiti, S. N. 

Smith, F. J. 

Graham, R. 

M(^siha, W. 

Smith, 11. 

Gregory, L. V. 

Mombert, Prof. Dr. P. 

Soni, G. 1). 

Hall, li. K. 

Moulton, P. A. 

Strike, F. 

Hill, L. M. 

Mustard, J. W, 

1’aylor, S. B. 

Hill, M. 

Myrdal, Dr. (1. 

Thomas, \V. L. 

Hirano, K. 

Naylor, L. (k A. 

Thomson, W. 

Hobbs, E. C. 

Nf'ate, S. R. 

Todd, G. F., Jnr. 

Hornsby, H. H. V. 

Newton, H. 

1’oulmin, E. H. 

Houslop, N. Ji. 

Nielsim, iVof. Dr. A. 

1’urner, (k \V. 

Howrie, R. J. 

Noel, A. S. 

Vakil, M. H. 

Hudson, E. 

Osborn, V. Jf. 

Walls, N. 11. 

Illingworth, F. TI. 

O’Sullivan, J. 

Wang, Ko (liieh 

Jackson, A. H. 

Osundiya, B. 

Warshow, H. T. 

James, D. J. 

Page, A. J. 

Wheatley, A. 

Kapadia, H. F. 

Parsons, I). J. F. 

White, ¥. 

Khan, A. K. 

Penman, W. B. 

Woodworth, L. D- 

King, F. N. 

Pennock, M. 

Young, W'. J. 

The following have compounded for life membership of th(^ 
Society : — 

(Jornelius, «!. C. 

Kindersley, Sir Robert, G.R F 

Eakins, G. C. 

Kwong, S. W. 

Illingworth, F. H. 

Lowenthal, Prof. E. 
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Masure, Prof. T. Syrct, H. 

Penman, W. B. Wang, Ko Chieh. 

The following have been admitted to Library Membership : — 

Biblioteca Camera dci Deputati, Pvornc. 

Bibliotheqiie do la Commission Cent rale dc Statistique, 
Brussels. 

Duke University, Nova »Scotia, 

General Assembly Library, Wellingtim, New Zealand. 
Academy of High Commercial and Industrial Studies, 
Bucharest. 

St. Paul’s University, Tokyo. 

Sun Yatsen University Library, Chifia. 

University of Pennsylvania. 

Lafayette College, Pennsylvania. 

University of Virginia. 

Public Library, Coventry. 

University of Idaho. 


AVe record with regret the deaths of the following Fellows of 
the Society : — 


Blagden, W, (h 
Kllis, Miss M. A. 
Frame, Prof. 11. (’. 
Morrison, (’. 


(elected ISlMi) 

( 1899) 

( 1923) 

( „ P)*2r») 


ThiOKKSsoK J. F. Hkks having been appointed Principal of 
University (V)lleg<*, CardilY, aj)plieati(>ns are iiivitefl for the 
Profe.ssorship of (\)mnH‘rce in tlie University of Birmingham 
which he vacates. The annual stipend is £l.ooo. and the Pro- 
fessor will be required to take up his duties on October 1st 
next. Twenty coj)ies of a]>plications, acet)mpanied by testi- 
monials, should be forwarded to The Registrar. Tlie I niversity, 
Fdgbaston, lUrmingham, on or before June 7. Further par- 
ticulars may be obtained from the Secretary to the University. 


At recent meetings of the University of Birmingham ( ommerce 
Graduates’ Association expression was givtui to the h'oling that 
some form of memorial to the late Sir A\ illiam Ashley should bo 
established to commemorate his coiinectioii with the L niversity 
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of Birmingham, his work in Economic History and Economic 
Science, and his efforts as a pioneer in higher commercial education 
in this country. An attempt is, therefore, being made to raise a 
fund which will enable this object to be achieved. The form of 
the proposed memorial has not yet been decided. Contributions 
may be sent to Professor J. G. Smith, The University, Edgbaston, 
Birmingham, who will give further particulars relating to the 
appeal. 


In connection with Prof. J. H. Jones’ article printed above, it 
may bo convenient to give the latest results for the British ('oal 
Industry as published by the Mines Department : — 



1925. 

1927. 

192S. 

Tons disposable, in millions . 

214-4 

221-S 

211-5 


Million i. 

Million f. 

Million £. 

Wages ..... 

i:n-i 

117-M 

100-2 

Stores and tiiiibor 

20-2 

20-2 

17-0 

“ Other ” costs .... 

29-tl 

29-2 

27-4 

Total “ not costs " ^ 

192-3 

172-9 

150-0 

Proceeds ..... 

is:m 

lfi7r) 

140-2 

Loss ...... 

9-2 ’ 

I r,i 

9-S 

.Miners employed - ... 

1,040.900 

901,000 

SSI, 000 

Output per manshift, ewts. “ . 

IJS'OO 

20- (U) 

i 

1 21-29 


^ Iiicliuiifig royalties, an<l after U».‘duoting proffods of miruTs’ coal. 

* Moan of (pmrtorly uvmigi'S. ® Hi'foro cnMiiting Kuhvontion 


The latest figures, quarter by quarter, have been as follows 



T(ainuge 

1 

1 ( o.st.s I 

ler Ton. 






Period. 

Ois- 





Pro( 

■eetls 

Lf)ss 

Outpin 

j)o.sublo 





P' 

.'r 

per 

per 


(Milns.). 

M'ages. 

Toi 

Nf 

1 

•t. 

Ton. 


:)n. 1 

Man.->hif! . 

1927 



d. 

». 

d. 

K. 

d. 

H. 

d. 

Cwts. 

3rd Quarter . 

54-0 

10 

41 

15 


14 

1 

1 

2 i 

2()-47 

4th Quarter . 

55-4 

10 

1 

14 

10 

13 

lil 

1 

0 

20-S2 

1928 











1st Quarter . j 

50-S 

9 

S 

I-l 

2h 

13 

5 

0 

91 

21-24 

2ihI Quarter . j 

50-7 

9 

7 

]4 

6 

13 

1 

I 

5* 

20-9S 

3rd Quarter . 

49-5 

9 

0 

14 

4 

13 

0 

1 

4 

2l-i3 

4th Quarter . 

51-5 

9 

2 

13 

1 

9 

13 

<) 

0 

3 

21-SO 
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It has been decided by the Council that the annual Economic 
History Supplement of the Economic Journal shall be described 
in future as Economic Iliatory. With the publication of the 
fourth issue in January last, Economic History, Vol. I is now 
complete. Cases for binding, in a style similar to the Economic 
Journal but in a dillcrent shade of colour, have been prepared and 
can be obtained from Messrs. Macmillan, St. Martin’s Street, 
London, W.C. 2, at a price of 3.s‘. net. 

We take this opportunity of reminding members that cases for 
binding the Journal are also obtainable from Messrs. Macmillan 
at a price of '6s. Members, wishing to have their Journals bound, 
should send them to their usual binders, with instructions to the 
latter to obtain the cases direct from Messrs. Macmillan. 


Members of the Koval Econoinic Society who have any back 
numbers of the Journal to dispose of are invited to communicate 
with the Assistant Secretary, Mr. S. J. Buttress, b Humberstone 
Road, Cambridge, who will inform thej]i what olTcr the Society 
is in a position to make. There are certain issues in particular 
which are required in order to complete sets. It would be useful 
to the Assistant Secretarv to know from any member who is ready 
to dispose of odd numbers out of his back Journals what issues 
he has available. 

In general a ])ay incut of 2>\ M. per issue will be made for such 
numbers as are required after 1900 and fur issues required 
before that date. For i.ssm's Nos. 39 (vSeptember 1900), 41 
(March 1901), 42 (June 1901) and 43 (September (1901), a pay- 
ment of 10.S. per copy would be made. 



RECENT PERIODICALS AND NEW BOOKS 


Journal of the lloyal Statistical Society. 

Vol. XCII. Part I. The Natioml Income : the Inaugural Address of 
the President. A. W. Flux. I nterpretation of Periodicity in 
Disease-prevalence. H. K. Sopkr. A Graphical Analysis of the 
V ncmploymeni Position, 1920-28. C. (I. Clark. 

K conomica. 

April, 1929. AUyn Abbott Young. A MiMuoir. Labour Problems in 
Two Worlds. Lilian M. Friedlandeu. The Domestic Servants 
in the \Sfli ( ^enlury. J>. Marshall. The Repeal of the ('orn Ijiws, 
1840. J. A. Thomas. Farmers of the Customs in the illh Century. 
W. P. Harber. Some Probable Consequences of the Advent of a 
Stationary Population in Gnat Britain. L. Robbins. 

Quarterly Journal of Ecofiomics. 

February, 1929. Carrier Property consumed in Operation and the 
Regulation of Profits. G. O. May. Self-limiting and Self- 
inflammatory Movements in K.r.change Rates: Germany. F. I). 
Graham. The Export Debenture Plan for Aid to Agriculture. 
J. S. Davis. Some German Building Guilds. W. T. Ham. 
Sombart's llochkapifalismus. W. C. Mitchell. Senior's Social 
Economy. R. OriE. 

Journal of Political Economy, 

February, 1929. Gold Economics and Stable. Prices. L. 1). Kdik. 
‘‘ Capitalism ” in Recent German Literature. T. Parsons. Btn 
jamin Franklin as an Agricultural I.eader. K. 1). Ross. MrCulloeh 
and Neo-Malthusian Propaganda. X. F. Himes. The Population 
Problem since the World War, III. A. JL Wolfe. 

American. Economic Review. 

March, 1929. Guidance of Production in a. Socialist State. K, '^1, 
Taylor. Ten Years' Operation of the. Webb Law. W. 

Stock Dividcjul Question. A. ('. Whitaker. Early History . 
Preferred Stock in U.S, C. H. Evans. JJevflopment of 
Fixation in Australia, ii. V. P(»ktus. 

Supple.ment. Papers and Proceedings of the Forty-first Anvwd 
Meeting of the, Ainerican Ecmomic Association. Includes papci ' 
on Price StabUisaiion, London and the Trade Cycle, Federal Reserve 
Policy, Market Shifts and Price Moveynents, Uneynphynujd 
Insurance. 


Review of Economic Statistics (Harvard). 

February, 1929. The. Money Market in 192S. W. R. Bhjkjess. 
Wholesale Cottimodity Prices in the U.S., 1843-02. A. H. (vOi 
The Coffee Industry in 1928. F. K. Richter. The ProspccT . of thx. 
Oil Industry. J. K. I.^riue. Recent Expansion of Bank Credit. 
A, R. Kckler. 
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Journal of Economic and BusineM History (Harvard). 

February, 1929. The Early Stro and the Early Manor. K. Asakawa. 
Hat Manufacturing in Rennes, 1776-1789. H. See. The Iron 
Industry in Western Pennsylvania up to 1860. L. C. Hunter. 
Partnerships in the Trade between Spain and America. A. E. 
Sayous. Thiers' Attempt to restore High Protection in France, 
1871-73. A. L. Dunham. 

Political Science Quarterly. 

March, 1929. The Economics of Higher Education in Great Britain. 
1). R. Fox. The Origins of the. South Sexi Company. W. T. 
Morcan. Senior's Social Economic.^. H. Taylor. A review of 
Senior’s contribution, in relation to the iniportant new volume of 
his writings. 

Annals of the American Academy of Political and Social Science. 

January, 1929. This volume is a review^ of the Tariff Problem of the 
United States. Part 1 re-examines the qiK^stion generally and 
historically ; Part II deals with the making of the tariff, osyjecially 
in relation to polities, and to “ scientific ” standards ; Part III with 
agriculture; Part IV, with foreign investments; Part V with 
international complications; Part VI witli tlie future of the tariff 
in relation to ])olitieal parties. A well-known model of European 
tariff walls, which was first exhibited at the (leneva Conference of 
1927, is prefixed to this volume ; hut the scale of lieight in relation 
to breadth is, of course, arbitrary. 

MaR('H, 1929. This volume deals in mon' than fifty articles with tlie 
quc.stion of Farm Relief, in view of expected If'gislation in tlic near 
future in the light of the MeXary-Haugen scheme. 

Wheat Studies. 

(Food Research lu.^titute, Stanford, (hlifornia.) 

February, nt29. The Place of Wheat in the Diet. Wheat now c(»n- 
trihutes about one-fourth of the ealoric's of the American diet. 
Ill most soul hern Furojx'an countries it eoutrihutes a still larger 
pr()]>orf ion. It now ranks as on(‘ of tlu* chea^iest of foods. Per 
capita consumption is increasing in the world at largo, hut not in 
rnitod States, (Ireat Britain, Panada or .\ustralia. To consume 
our wheat as wliole wheat hn»ad instead of whili' bread would make 
no essential contribution to national liealth i>r national economy. 

International Labour Ri vu u\ 

February, 1929. The New Conciliation and Arbitration .1(7 in 
Australia. 0. de R. Foenandkr. Busimss forecast ing in the 
United States. Recent Developments by Individual (Companies. 
J. H. Richardson. The Employment of Women in Japanese 
Imlvsiry. I. F. Ayusawa. Seasonal Unemployment in the 
Building Industry in Certain European Countries. L. Hersu. 

March, 1929. General Principles of an InteniationaJ Convention on the 
Conditions and ContraHs of Employment of Foreign Uorivrs. 
L. Varlez. The Organisation of State Industry in Soviet Russia. 
N. S. Timacheff. Scasotial Unemployment in the Budding Industry, 
(contd.). L. Hersh. The Employment of IVo/wc/i in Japanese 
Industry, (contd.), 1 . F. Ayusawa. 
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Revue d*£conomie Politique^ 

November-December, 1928. Reparations et dettes entre allies. 
J. Lescure. L* immigration ouvriere en France et ses causes. 
W. OuALiD. Uiconovnie natmiale et internationdle. L. Brocard. 
La methode et Vordonnancement de. la Science economique chez les 
economistes franqais c<yntemporains. G. PiROU. La reforme 
monetaire anglaise. G. Leduc. 

January-February, 1929. Une politique de la dette publique. E. G. 
D’Estaing. La C. O. C. C. Gidb. Les equations de Walras et de 
C asset et la iheorie de ki productivUe rnarg inale. W. L. Walk. 
Les cadres d'une histoire iconomique de la France dans sea relations 
avec V histoire gendrale et la science economique. H. See. A propos 
de la crise doctrinale du SocAalisme. H. Noyklle. Les Stats-Unis 
vont-ils devenir pays hnporialeur de viande ? O. Festy. 

Journal des J^conomistes. 

Febritary, 1929. La j)^otection de Vepargne. E. Payen. U Agri- 
culture et les villes tentaculaires. 11. J. Pierre. Les che.mins defer 
fran<;ais depuis cinquante ans. G. de Noitviov. Le commerce 
cxterieur de la Tchecoslovaquie. 8. Borodaew.sky. 

March, 1929. Le Comite dcs experts. E. P. Tai Gratid- Bretagne en 
1928. R. J. Pierre. 

Atuiaks dJlistoire fkonomiqxte ct SociaJe (Paris). 

January, 1929. This is the first issue of this periodical. Le prix 
du papyrus dans Vantiquite grecque. O. (R.otz. JA instruction dr.s 
marchands an moyen age. H. Pirenne. L'activifr indusfrielle de 
VAllermtgne depuis la derniere guerre. M. Haumont. Le pro- 
bleme de la population en U . S . iS . R . G. Mkquet. 

La revue Marx isle (Paris). 

February-March, 1929. 'llio first ruiiiibers arc published of a new 
journal whose title is self-explanatory. 

Scimtia. 

February, 1929. Industrial Peace; its Present Position and / 
Future Prospects in England. L. L. Pric’E. 

April, 1929. Le maximum et Voplimum de la popukition . A. Lan i 'V. t 

Zeitschrift fiir die gesnmle SlaaiswissenscJuifl. 

86 Band, 2 Heft. Hiaai.'<Jormnml Zeiiung. \V. Kapp. The positie:! i f 
the Pre.ss uiidcT constitutional monarchy and pariiairic;.J;»'> 
democracy. Liibeck und die Reichsreform. 11. S(!Ht’MA( in " 
Staatsaufsicht und t^ubordinaiioa. 11. Klinghoffer. Oo tlic 
relation between self-government and the State. Die Begrundun'j 
des franzosischen Eisenbahnnetzes. G. Lefranc. A study of the 
Jaw of 1842. George Unwin. G. Brodnitz. A review of ITnwin ^ 
collected papers. 

Echmollers Jahrbuch. 

December, 1928. W eitere Beitrdge zur Produktionslehre. R. Ztckek- 
KANDL. This probably was intended to form part of a book whicl> 
the author was prejiaring on present-day economic theory, for 
publication of which was prevented by his death in 19- >• 
Although not completed or corrected, it is an interesting ao< 
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original contribution to production theory. Ein vergesaener 
Kameralist : Bmjamin Lcuber, R. H. Wessely. Wirtschafl 
und Vertrauen. W. Eliasbero. Der Kaujmann in Mitidalter. 
H. SiEVEKlNO. Stammbaum und Artbild der Deutsches und ihrer 
Verwandten, F. Schilling. Franz Karl Achard und die Friih- 
zeit der deutschen Zuckerindusirie. W. Stieda. 

February, 1929. Seelenforrn, GeseUarhaJtslehre und Geschichtswissen- 
schaft, K. Brbysig. Problems der aozialen Leberislehre. M. 
Rumpf. Alfred Amonns theorelische Auffaasung. Prof. Oppen- 
heimer writes a critical survey of two recent books by Anionn, 
especially concerned with that dealing with Ricardo. Oppen- 
heimer defends Ricardo against Amonn’s interpretation and 
criticism of the theories of value, rent and wages, asserting that 
Araonn fails to appreciate Iticardo’s use of static conceptions. 
Moreover, the writings of Clark, Schumpeter and others are not 
taken into account. Die Schireiz und Osferreich. F. Klkzl. 
Wesen und Werden dea faszislischen Staates. C. Schmitt. 

Jahrbucher fur Naiionalokonomie und Statistik. 

December, 1928. Die '' irertlose NationalOkonomie. Dr. K. Muhs 
discusses two books by Fr. v. Gottl-Ottilieufeld in which the latter 
has criticised the tiieory of value and attempted to reshape it. 
Kine Bemerkung zu Bnniano “ Eniincklnng der WertlehreP F. 
Fk’K. Die ReformbcdlirfUgkeit desSchlirhtungsu'caena. G. Albrecht. 

.lANrARY, 1929. Die WirtachaffsjwUtil: Ada?n Mullers. J. Raxa. 
Das Geld und die Krscheinungsformen der Werteinheit. A. Sommer. 
A theoretic^al di.scu.ssion of various kinds of units of value. Die 
Kniwicklung der landwirtschoftlichi n Genossenschaften seif der 
Wdhrung8stnbUisie.ru ng. W. Kkeb.s. Das Aluminiumzoll Prob- 
lem. J. Hcppertz. 

Fkbrt^ary, 1929. Der Gesetzc.d)egriff in dsn Sozinlivissenschaftcn . B. 
JosEPHY. Die schematische Anab/se.'' in der Konjunktur’ 
forschung. Tlic article by Dr. Wagenfuhr is baseil on Oparin's 
latest hook, which ileals with (\>njuiK*ture and Markets. It seeks 
to establish criteria for the use of mathematical and statistical 
methods. Eine Frags d(r Krediforganisation. I. Korneeld. 
“ Wirtschaftsdemokratis,'' G. Ai.breout. Die Brotpreise und 
Kosien des Lebensbedarfs in Berlin im Jahre. 1928. K. (tI RADZE. 
Arbcitsvcrhdltnisse der Journalisfen, H. Feulinoer. Die Eisen- 
bahnan roa Afrika. Wernekke. 

March, 1929. Die Losung dvr Wert- und Pnisfrage aus der Ganzheits- 
leJire. O. Spann. After criticising value and j>riee doctrines from 
Smith onwards, and dismissing Gas.sel's theorv as a primitive 
tautology, Spann gives a closely reasoned theory of his own. TJie 
basis of this is derived from the ‘‘totality” doctrine. Ange- 
icandie Theorie der Schlichtung. W. \VEnm(;EN. Die wirt- 
schaftliche Geselzgebung des Dcuischen Reiches. J. Mi-ller. Dtr 
Arbeitakampf in der Oroszeisenindusfrie Xordivestdeutschlands 192S. 
G. Albrecht. Sai^onachwankuugen und Arbeitszeif im Bauge- 
u'srbe* H. Lecutape. Ergebnisse aus den Jahreslnrichien der 
Gewerbeaufsichtaheamten fiir das Jahr 1927. 1. Feick. 

April, 1929. Die Ueberwdlzung der Monopobrirkungen im wirtsehaft- 
lichen Korizentrationsprozess. .). Dobket.sbekv;er. Eine Wieder- 
belebung der Arbeiislheorie. J. NEt’RArEU. Gomments on Con- 
rads’ “Breakdown of the Marginal Utility Theory.” Das Ganze 
der Statiatik und die behcrrachendc Idee. K. Seutkmann. 
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Archiv f Ur Sozialwissenschaft und Sozialpolilik. 

February, 1929. Entwicklungst-ejidenzen der Landwirtschafl der 
Vereinigten Staaten nach dem Krieg. J. D. Black. A description 
and analysis of the position of agriculture in the United States, 
which contains many interesting statistical comparisons. Lehens 
mittelpreise, Bescluifiupmgsgrad und Kriminalitdi. W. WoY- 
TTNSKY. An interesting and suggestive article. Gedanken zur 
Venetian ischen Geschichie, 1). M. Jaffk. Die GeachkhtsjMlo- 
sophie Lassalles. H. Speir. Arbeiiermemoiren ah sozialwhscn 
schaftlkJie Erkenntnisquelk.. A. Keen. 

WcUwirtsckaf niches A rch i v. 

April, 1929. Die Kritik der llandehhUanzlhcorie hd Gidu-Binaldo 
Garli ( 1709). Ersle Ubergdnge von der Ilandehbilnnz zur Zahhings- 
bdanz. B. Michels. Krise und Aussenhaudcl. F. Stern berc;. 
Auslandanleihen und Znhlungsbilanz. F. von Uanikl. Dk 
Wanderungen der nmerikanisch-Kanadischen Papkr-indusirk. A. 
1’redohl. Der Charakier der Arbciterbeiregung in den Vereinigten 
StmteHj Deutschland, und England. A. L. Lcfft. 

Jievista Nacional de Econoniia. 

Novemi5ER -December, 192S. El cmnhio, el come trio rxtfrior y la 
balanzade pagos. Cl. Hkrnacer. Jnsu|)])ort of the gold standani, 
witli criticism of some arguments for State intervention to main- 
tain the exchange. Osrilaciones en el cambio dr la peseta. A. V. 
Banos. Statistics and charts show the depreciation of and 
fluctuations in tlio ])eseta over twenty years ; causes and remedies 
are discussed. El eguiUbrio del ahorro. I*, llicoi. A mathe- 
matical and diagrammatic treatment of the theory of interesl. 
Ensnyos sohre. la organizaddn y desarrollo de la rigdeza. A. on 
.Miguel. A short study of general industrial organisation, with 
some statistie.s of the national wealth of Spain and tlm vahn‘s of 
the important industries. 

jANUARy-^-FEBRUARY, 11129, La- Itcnica del rilnrno al patron oro. (I 
Bernacer. The writer is com;erned to sliow that it would Ik' 
more prudent for Spain to redurn to the gold standard by ado]>t iv.: 
a new parity between the presemt dejireciaUsl peseta and goj.; 
than by attem])ting to restore the ])re-war parity. In this Li ! 
article he deals with tin? factors alfeeting the supply of and dcrc 'ni 
for money, and {Hodiiees a formula fixing the value of mo\- > 
which, he holds, is less vague than the ordinary quantity thnu , 
of money. La politka monetaria cspanola. V. .Manos. A sMti v 
of monetary liistory in Spain 189<S-1928, w)ii(di leads the ac’li.a* 
to the conclusion that Government inlervoniion has led to iuil i 
lion, among other (?vils, and that in future the eurrency 
be definitely relaU^d to gold. Ensayos sohre la organ izarid/i ;/ 
desarrollo de la riqueza. A. OE .Mkjukl. In this general study 
of Spanish national economy figures are given showing the place 
of Spain among tlu; other agricultural countries of Kiirope, aial 
the output of the princi])al agrhailtural jiroduets since 1891. "I la' 
influence of schemes for irrigation and agricultural credit is con- 
sidered, ami flu'/ pos.sihility of a closer association between agi’i- 
eultural and industrial activities discussed. Stati.'^tics ^how tind 
industry also is expanding and the case for protection is P'd 
forward. 
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Ekonoriiisk Tidskrift (Uppsala). 

1928, Nos. 8 9. Money Policy, 13. Davidson. Tii several previous 
articles the author has on the groundwork of classical economic 
theory dcvolof)ed a theory of “ objective ” money value which is 
not to be confounded witli ])nrchasi!ig power of money. Starting 
from this theoretical distinction he now gives some further 
explanatory notes as to money policy, rates of exchange, and 
business cycles. Increase, of Value and Betterment Taxes. C. 
Roth LI EB. 

Nos. 10-12. The World Crisis of Sugar Prices and Us Econortiic Causes. 
1). Davidson. Eying Nations. 1). Davidson. The New 
Malthusian movement of birth-control has in Sweden begun later 
but proceeded faster and further tlian, for instance, in France. 
Incidentally the author j)oints out that Malthus realised the danger 
of depopulation in ease of birth-control becoming ]ircvalent, but 
did not stress what was without ])raetical importan(‘e at his time. 
Political Economy as Art and Scinice. I). Davidson. Ib'viewing 
a new book in Swedish by Prof. Cassel (Socialism or Progress)^ 
Ihc author discusses the old theme indicated in tlie title. The 
lirst duty of social ecemomy is to discover the objectively highest 
imperatives which are to govern public policy. The German 
IForl'.? Council. C. A. J. Oadolin. Some commentary notes to 
C, W. (luillebaud's The Works (.'ouncil. In this number also are 
}irinted the fnll()^\ing papers read to the Economic Society, 
Stockholm, followed by discussion. Pension of Business Firms. 
O. SiLLEN. Befonn of Ligi station concerning Industry and Trade. 
S. E. OsTERBKRO. 

Kyoto Cnitrrsify Economic Revku\ 

Deimcmbek, 192S. Specific Progressions in the. Inheritance. Ta.r. M. 
Kamre. It is suggested that such progressions may be valid on 
other grounds than joroximity of relationship, and a number of 
intere.sting cases are tpioted. The Real Character of Insurance, 
and. the Science of In.'^urancc. S. Ko.iima. Tlie chief ])art of this 
article deals with a distinct ion betweim economics and the science 
of management; insurance business is a branch of the science of 
management. .1 Short History of Social Prohhms in Japan before 
the. Restoration. E. IIonjo. The Tenant System of Formosa. S. 
Kavada. Roth of these pa])ers, though relating to specially 
rla])anese conditions, are of much general interest. 

Glornale Dcgli Economisli. 

January, 1928. 1/ Homo Occonomicus^' e Vespi rinrji fascista. 

M. Alberti. The success in recent years of fascist legislation and 
administration in the economic sphere atTords a proof that econo- 
mists need to give greater weight to the inlluence of ideas upon the 
masses, to the importance of the herd instinct. Fascism has 
developed a morale and a will amongst the Italian people, the 
economic repercussions of wdiich are ch'ar to all who know Italy. 
In the face of so important a causal connection between economic 
development and political ideas aiul machinery, it is idle for 
economists to assume any longer the existence of a homo cccono- 
micus ivlio will, under all conditions, give a similar reaction to a 
given economic stimulus. SuW injluenza deir iniposta sulla 
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domanda e aulV qfferta, R. Fubini. While the introduction of a 
general income tax cannot affect the price level as a whole and 
cannot be regarded as entering into cost of production, it will affect 
both the supply of and demand for important categories of goods. 
The substitution of the demand of the State for the demands of 
the individuals from whom part of this income is taken in this way 
will modify the nature and amount of their consumption ; while 
tlie existence of the tax will also affect the supply of waiting and 
effort and thus alter the types and quantities of goods produced. 
Thus a general income tax may affect the prices of particular 
commodities or factors of production. If the tax is highly 
progressive, such repercussioas will be more strongly marked. 
“ The progressive tax may be considered, for many purposes, as 
a special case of a partial tax.’* II crescente disavnnzo della bilanza 
cominercmh italiami e le sue cause. G. M. The excess of imports 
over exports, which was 4,0S0 million lire for the first ten months 
of 1027, increased to 0,254 million lire for the corresponding 
period of 102S. This was due ch icily to the exeej)tional growth of 
imports, especially of food-stuffs due to the bad harvest. The 
failure of exports to expand correspondingly was owing partly to 
a dcerea.se in agricultural cxpoils as a result of the had harvest 
and larger consumption at homo, and partly to a fall in price 
of certain important industrial exports. In the (uirrent year 
also the balance of trade inay be expected to be abnormally 
unfavourable. 

FnjiRrARY, 1028. liipartiziofte del j^rodotfo lotah: e offerta a cost I 
congiunti. A. Crosara. Jn the first ])art of this article the 
teaching of leading economists on the th(‘ory of distribution-— in 
particular, of Jevons, Marshall and l^ircto — is (;ritici.scd, while 
Edgeworth’s views are praised. The .second ])art di.scusses certain 
a.spects of the problem of joint costs. Le vquazioni differenziali 
della dinamira ecoriomica. Prof. Amoroso, basing himself j)artlv 
on the work of the American niathematicians G. G. Evans and 
C. F. Koos, constructs a number of differential ecpiations 
repre.sent the relations between demand and supply and ])ri« " 
through time. La idee di un iguoto wercantUisUi pronouif ^ 
del secolo decimottuvo. R. di ’rucci. Progressi e tvndanze nmle, c 
della contabilitd agraria, I). Perini. 

March, 1929. Disnmina di alcuni criteri diretlivi per la sforia d>i!>' 
doUrme economiche. R. Mectiels. A number of jmsible method; 
or criteria for a .study of the history of economic theory ir * 
examined and di.scu.s.sed. HuW attend ib i I itd di alcana statist oh>' 
ecOnmniche mediet'ale. G. Luzzato. It has been customary to 
deny almost all credence to the statistics contained in the writings 
of certain contemporary historians of Venice in the fourteent h :uid 
fifteenth centuries — notably Villani and the Doge Mocenigo. Ihit 
recent researches have show'ii that this scepticism is exaggerated 
and has gone a long way to re-establish the statistical reputatioris 
of the historians referred to. La moneta nella teoria dalV equihbrio 
econmnico. G. del Veccuio. The point of departure for the 
solution of the problem of the theory of money is to be found in 
Knut WickselPs doctrine of the influence of the rate of discount 
upon the price level. Great importance is attached to the relat ion 
between the rate of discount and the rate of interest. Sul concetto 
di velocitd di circolazione della moneta, L. Amoroso. A criticism 
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of a formula for measuring the velocity of circulation put forward 
in a recent work by J. Rueff. It is pointed out that the formula 
in question does not represent the weighted average of the sum 
of individual transactions carried out during a period of time, but 
“ the coelTicicnt or instantaneous rate of increase of tlie circula- 
tion.” This latter may be either positive or negative, wdiile the 

former ^the classical P' -- - ^ must always be positive. 

La Riforma Sociale. 

January-February, 1929. Ancorn h sperequazioni c le eva.slo?ii 7 ieW 
imposta di richezza mobile. In tlic first of three articles dealing 
with the perennial problem of the inequality of burden and evasion 
of the Italian income tax, Prof. Fixai;di proposes an alteration 
in the basis of assessment, such that the tax should be levied on an 
estimated avertige income fixed in advance for a period of four 
years and unalterable within that period. Si(;nok A. Deni 
suggests a number (jf reforms both in the law governing the income 
tax and in the administrative machinery for assessment. Prof. 
S. Socc-a quotes figures wfiich give ])resum])tive evidence of the 
extent of evasion. 1 n 1 92S the average income assessed for income 
ta.K. of those engaged in commerce and industry was 5,892 lire 
(£93) ; of ])rofessional classes 5,952 lire ; of State employees 
(whose incomes are taxed at the source) 10,791 lire. The j)resent 
yield of the tax is 3] milliard lire (£38,000,000). He criticises 
the contention of Prof. Einaudi in the July -August number of the 
Qiornalc that the professional classes are taxed at present at too 
Ihigh a rate in comparison with State employees. Insetjuamento 
p^rofeasionahi agricolo. 1\ Bandi. 

^ De Economist (Haarlem). 

[/'ARY, 1929. Df. werking van Bohms " Drd Griindc ” in individuede 
en in coUtetivisti^svh gi organ isttrde hnishoudingc n. (t. Morreai'. 
An elaborate discussion of Bohm-Ba work's theory of interest with 
special reference to Emil »Sax s criticism, as contained in Ih r 
Kapitalzin^ (1919). In spite of the superlicialities and tlie otlier 
tlefects inherent in Sax, he is in the main right. Interest i-< a 
phenomenon which emerges from exchange, and there can be no 
interest in a “ Robinson Crusoe ” economy. The writer takes Bohm- 
Bawerk’s three “ (in’inde ” (the greater .satisfaction of needs in the 
future, ; the systematic under-estimation t)f needs in the future : 
the advantage.s of indirect and roundabout production) and 
considers, as applied to “ Robinson," how far they can be said 
to give rise to interest. Chief space is devoted to the third, and 
to the question whether the increased ])roduction so arising is to 
be regarded as an income attributable to labour or is of the nature 
of Interest. The article concludes with a discussion of Interest 
in the Socialist State. I ndustricch trusta en karich. Prod net ie~ 
deviatie. J. Wis.selink. In most discussions of the “ correet ives ” 
of trusts, emphasis is laid on ]>otential competition. The question 
of correctives is now of less importance because, in the w'ords of 
Frijda, “ the semi-monopolistic large undertaking has a tendency 
to become more or less socialised, i.e. to become an institution 
which fulfils a social task, and which, in tlie fulfilment of this task 
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is more and more moved by social considerations.” With regard 
to the corrective of new competition, it is usually assumed that 
this will require a considerable time to be efTectivc; it is over- 
looked that new goods of the monopolised class juay be placed 
in the market not merely by new firms, but as a result of “ devia- 
tion of production ” by existing firms. A detailed discussion 
follows as to the two types of cases. 

February, 1929. De werklooshied on/ler de. arbeiders in land- en 
tuinboiiwbednjvf.n. J. J. van KiEivisi)r./K. A discussion of 
unemployment in agriculture in the various ])rovinecs of Holland 
in 1914 and to-day ; the causes making for and against an increase 
in the volume of unejuployjnent are discussed. Ncderlands 
aandeel in den handel van Indie. O. Verrijn S'I’I'art. Dutch 
trade with Dutch India is less favourable than before the war. 
Exports to Holland have fallen from 28*1 ])er cent, of tlu^ whole 
in 1913 to lb*7 ])cr cent, in 192(). Europe’s sliare has declined; 
America’s has increased. Of European cr)uiitrics (ireat Hritain 
alone shows a significant increase, frojii 3*9 per cent, to 10* 1 per 
cent. The causes of the chang(i are discussed : (i) primarily the 
change is due to tlio tendency of trade to follow the short(;st route ; 
also (ii) in part it is due to changes in the charact(‘r of tlie exports 
(ru))ber, c.g.. tends to be exported dinvt to tin* country of con- 
sumption). Het index-cijfer van de ‘‘ Kconomid.'’ (J. A. P. W^ey kr. 
A note on the changed method of cakndating the Kconomid'a 
index-numbers. 

March, 1929. Het snikervraaff^stnk in Nederland. J. J. van Kikms- 
DI.7K. A full review of the recent c()ntro\ersy in Holland with 
regard to the sngar-bcct industry, wliieh has resulted in the jjutro 
diiction (in the 8(*cond Chamber) of a measure providing ifor ;! 
subsidy. Tbe writer’s view is that it has been a.ssumcoj too 
readily, and without adequate examination of the figures, tlia>t th«‘ 
industry cannot 1)0 profitably carried on. ’rhe reason snggrst*"! 
for the dcprcss(‘d state of the industry in the south-west is'.lh tt 
agriculture is tliere disproportionately direct(‘d in that directV' u 
and that, if a.ssistancc is rccjuired, it should take tli(‘ lornl * 
propaganda in support of more rational managemo?it of Fi«; 
industry, ^^arious indirect ” methods of assistance are discu.ssjj.,'. 
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THE PUHLIC REGULATION OF WAGES IN GREAT 
BRITAIN ^ 

I 

A ORKAT clian^e has taken ])lace clnrint;; tlie last twenty yeans 
in the methods of negotiating wage-changes. In 1910, when the 
Labour Department of the Board of Trade published the result 
(»f an inquiry into collective agreements, it was estimated that 
2,400,000 work])eo])le worked under conditions specifically regu- 
lated by such agreements. I’he report adds — and the addition is 
important — that tliere wen' a large number of other workpeople 
whose wages, hours of labour, and other conditions followed, and 
wvn- in effect governed hy these agreements; Imt a generous 
allowance for this addition will still leave the total far short of 
the wage-earning population, which, excluding domestic servants 
as outside the probable field of collective l)argaining, numbered 
about thirteen millions. 

Trade unionism was, however, spreading. In 1914 the total 
membership, wliieli at the time of the inquiry was 2J millions, 
had grown to over 4 millions. It rt'ached a peak of S?j millions 
in 1920, and was still 4,908,000 in 1927, the latest year for which 
returns are available. More significant in prinei[)le than this 
expansion of an existing instrument of control was the direct 
interventioji of the State in the fixing of wages by the Trade 
B()ards (Minimum Wage) Act of 1909. Gontined at first to trades 
in which wages were “ exceptionally low," tliis Act made the 
settlement of minimum rates of wages by a representative joint 
body comjjulsory, associated with the representatives of the w-ork- 
pco])le and employers, imj)artial members, who would represent 
the interest in the settlement of the general public and also 
ensure a decision in case of deadlock, and })r()vided for the enforce- 
^H‘nt of the rates fixed by the approi)riato Government Depart- 

' Presidential Address to Section F of the Brilisli Association, South Africa, 
11)29. 
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ment. The scope of this machinery was extended after 1918, 
when an Amending Act substituted for “ exceptionally low wages ” 
the absence of adequate machinery for the effective regulation 
of wages as the differentia of the trades to which the Acts might be 
applied; and in 1025 it was estimated that a million and a half 
workpeople had their wages regulated by Trade Boards. A less 
revolutionary extension of Government activity was the approval 
given to the Wliith'y scheme of Joint Industrial Councils and 
assistance in the formation of such councils ; as a result of which 
it was estimated, rather optimistically, that three million work- 
people wei’o covered in 1925J In the same category may be 
placed the scheme of Conciliation Councils in the railway industry, 
embodied in Part IV of the Railways Act of 1921. Finally, 
temporarily by the Corn Production Act of 1917, and permanently 
by the Agricultural VV^ages Boards Act of 1924, the benefits, 
whatever they may be, of organised settlement of wage-rates by 
representative bodies were extended to the last great unorganised 
group, the agricultural labourers. It is not possible to e-oinpute 
a figure for a recent year to correspond with the 2,400,000 of 1 9 lo, 
because the status of collective bargainhig in eei’tain important 
industries is obscure ; but if we add together the numbers eovcrerl 
by Trade Boards, Agricultural Wages Boai'ds, Joint Industrial 
Councils, and Inions in certain industries, which, like coal anJ 
cotton, have adopt(*d none of these forms of organisation, wc'. gyi 
a total of eight millions out of a wage-earning po])uIation which, 
excluding domestic service, numbers something under fonrtc'on 
millions. When mc remember that Ihe influence of an agrccinenl 
or a determination reached by a r(‘ present ative body tends tn 
go beyond the limits of the membership of the organisations, an i 
even trades, directly represented, we may safely conclude ti'd 
there are few imj)ortant gaps left in the provision for the ^cTil • 
ment of wages by collective bargaining in Great Britain. 

The precise nature of this change is worth some considcrali-ai. 
It was not the introduction for the lirst time of standardised val ‘S 
of pay in time-work occupations. Even if we leave out of acoonnl 
the considerable part of the field covered by trade unionism at 
the beginning of the century, it is probable that in most districls, 
in which an occupation was followed by considerable numbers, 
there were customary rates commonly recognised, which lla* 
majority of employers observed. Those rates w-cre not so definite 
and secure as they became when they were embodied in a cob 
lective agreement; but, outside the so-called “sweated trades, 

^ Balfour Comrnittoo, Interim Report on Industrial RcUUionSt p* 47. 
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they were a limitation on the freedom of the individual employer 
to vary rates. Immediately, wages were fixed for him rather 
than by him, although ultimately they had to conform to the 
demand for labour, of which he was the channel. Nor was the 
change a universal substitution of collective for individual bar- 
gaining about rates. In piece-work industries after the change, 
as before, the vast majority of rates were settled by an individual 
bargain between the workman and the employer’s representative. 
The change was a change in the procedure by which general 
changes in wages are effected, in response to general changes in 
the economic conditions of a trade or of industry as a whole, 
and its essence was the extension of collective bargaining for this 
purpose from a pai’t of the field of commercial wage -employment, 
say a quarter, to the whole. 

'.riie eft’oets of collective bargaining are. of course, not limited 
to general change's in wages. It provides an opportunity of 
effective appeal against grievances of all kinds, which does not 
exist in its absence, and tends to a more definite standardisation 
of wages and (jonditions. When first introduced it usually brings 
about a rise in wages ; the Agricultural \A"ages Hoards, when first 
establislu'd in 1924, raised weekly wage-rates ])y an average of 
3s. a week, although there was no change in the economic condi- 
tions of English agriculture to justify any such change, and the 
first Trade Boards in some cases established minirnti that were 
double the rale of earnings ruling in important districts before. 
Jiut the signilicant and essential change was the change in pro- 
cedure. Wage-rates in any case have to be adjusted to changes 
in the demand for different kinds of labour, changes in the pur- 
chasing power of money, changes in the general prosperity and 
activity of industry. Before the war, outside the organised 
industries, the adjustment was made by tlie individual action of 
the employers, who first felt the need; to-tlay the process of 
general wage-changes has, we may say, been const itiitioiialised. 

II 

The extension of public regulation of wages in this sense from a 
part to the whole of the field of commercial wage-employment 
could hardly be without some effects upon the general industrial 
situation. In their classic study of the effects of collective 
bargaining ^Ir. and Mrs. Webb lay chief stress upon its influence 
in increasing the eflicicncy of industry. They draw' a sharp 
distinction between the policy' of I'cstrictiiig numbers in a trade 
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and that of imposing common rules. Their survey of trade 
unionism showed that the former policy, anti-social and self- 
defeating, was adopted by a smaller and smaller proportion of 
unions, and was becoming more and more difficult of application ; 
the discarding of any attempt to restrict numbers, and the con- 
centration on the policy of imposing standard or minimum rates 
and conditions, was growing, and was the chief characteristic 
of trade unionism in the expanding industries. This policy 
increased industrial efficiency in two ways, by its reaction on the 
workman and by its reaction on the employer. The workman, 
prevented from securing employment by accepting a lower rate 
of pay than his competitors, was compelled to improve his efficiency 
and was enabled to do so by the increase in income and security 
that trade unionism usually brought. More important were the 
reactions on the employer. Stopped from taking tin? easy but 
dangerous path to lower costs of cutting wages, he had to find 
other means of increasing out])ut in relation to wago-])ayments. 
TIence trade unionism encouraged an increase in the scale of 
production, a more extensive use of meehanical equif)ment, a 
more eager search for technical improvements, and, generally, 
the economy of labour. It did not extinguish competition, but 
diverted it from wages to other factors in costs. 

The rapid expansion of the unionised coal, cotton and engineer- 
ing industries in the decade following the publication of this 
analysis seemed to confirm its soundness. The decline and stagna- 
tion of the same industries in the last eight years prompts the 
inquiry whether ihis influence has exhausted its potentialities. 
The evidence collected by the Balfour (^ommittce, while not 
decisive, points to the conclusion that labour-cost in the export 
industries has risen as much as, and possibly more than, wage 
rates, which implies that such increase in efficiency as thes^ 
industries have been able to secure has not been more than 
sufficient to compensate for the reduction in hours of work.^ In 
the trades to which Trade Boards were first apj)lied, many instances 
were afforded of improvements effected under the stress of ihe 
need to economise labour, and in some of them, for instance the 
clothing industries, a marked increase in scale, such as the Webf/s’ 
analysis would lead one to expect, took place. Wo should expect 
the reactions of this kind to be greatest in the trades in which 
wages and conditions had been worst, and in the period immedi- 
ately following tlic first application of control. 

^ Balfour Committoo Further Factors in Industrial and Commercial Efficiency, 
pp. 1)2 el seq. 
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Whether the influence on efficiency has continued and is 
general, the abnormal (jondition of British industry makes it 
difficult to decide. The large amount of short time, the increase 
in other costs, and the financial difficulties which prevent large 
numbers of firms from installing improvements, which they would 
like to instal, all obscure the issue. Without, however, attempt- 
ing to decide the larger question, we may note two things. 

The first is that the contemporary experience of America 
shows that collective bargaining is not a necessary condition or 
the only means of stimulating an increase in efficiency. Since the 
pre-war period, while British industry with its new equipment of 
universal collective bargaining has at most increased output 
sufficiently to compensate for the reduction in normal hours, 
manufacturing output per head in America increased in the ratio 
of 105 to 147 between 1919 and 1925. In the same period the 
extent and strength of trade unionism in America declined, except 
in certain industries, in which the muons have departed from the 
old policy of leaving the employers to find v\^ays and means of 
meeting their claims, and have assumed a direct responsibility 
on behalf of their members for reducing labour-costs as a condition 
of maintaining or increasing wage-rates. 

The second note is this. In so far as the extension of collective 
bargaining does stimulate or compel economy in labour — and, if 
it has not done so on any large scale at present, it may do so in 
the near future — it may maintain wages at the expense of increas- 
ing unemployment. In the great export industries of coal and 
cotton, for example, demand for British ])roduction appears to 
be inelastic, and considerable reductions in cost have not resulted 
in any substantial increase in employment. Moreover, much of 
the employment at present given is given at a loss. A reorganisa- 
tion that made it possible to maintain present wage-rates without 
loss would probably, therefore, involve a reduction in tlio numbers 
to whom employment could be given. »Such an extrusion of 
unwanted labour, as a result of improvements in the technical 
processes or organisation of industry, is a normal incident of 
economic progress ; and the hardship it may involve need be only 
temporary, provided that the expansion of industry as a whole 
is great enough and rapid enough to absorb the extruded labour. 
When all the industries of the country adopt collective bargaining, 
and all begin to adopt the policy of holding up wage-rates, leaving 
it to the employers to tune up industry to the pitch at which such 
rates can be paid, the numbers of extruded workers for whom the 
new and expanding industries have to find employment is likely 
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to be increased, and the rate of expansion of industry as a whole 
becomes a factor of much wider and more pressing interest in 
wage-negotiations than before. 


Ill 

Mr. and Mrs. Webb in their rationalisation of trade union 
policy distinguished sharply, as we have seen, between the effects 
of a policy of restriction and those of the policy of regulation. 
The benefits of trade union organisation to society at large, as 
distinct from the sectional interest of the members, accrued only 
if union policy eschewed rcstri(;tive practices, and, by concen- 
trating on maintaining and advancing wages and conditions, 
brought about an ini})rovcment in industrial efficiency. 

It is obvious that an advance in wages secured by any one 
class of workpeople, if it is not covered l)y a corresponding increase 
in the efficiency of tlie industry in whi(‘li they are engaged, must 
le at the expense of someone else. Tlie increased efficiency may 
be due to the workpeople or to the emf)loyers ; but, if neither of 
them create a fund fiom wliich increased wages can be paid, the 
increase will be ])ai(l eitlier by consumers or by the co operating 
industries that help them to suf)])ly tlu* consumers. If the increas(‘ 
is merely sufficient to keep ])acc witli an advance in the average 
level of wages, it may represent no more than the industrv 's 
proportionate share in the general increase of wealth ; if, however, 
it is greater than the average, or, in times of wage -red actions, 
the reduction is less than the av(‘rago, it must involve the divei sion 
to the favoured industry of a largcu* share of society' ’s income. 

Such a diversion may be effected without ov(‘rt restriction 
of numbers. If a union- or a Trade Board or Arbitration 
Authority— fix wage-rates in an industry at a level which makes 
it impossible for the industry to employ all the workpeo))K‘ 
seeking work, and maintain rates at that level, it will immcdiatelv' 
restrict employment, and ultimately may so discourage entry to 
the industry, that the num])er of workpeople dependent on the 
industry is no greater than can l)c employed at the rates set. 
The demand for the products of industry, and therefore for 
labour, ebbs and flows with general fluctuations in trade; a 
strong union can maintain rates when demand ebbs and advance 
them when demand rises, thus preventing both a fall in rales 
proportionate to the general decline in money incomes in the 
depression, and an expansion in numbers proportionate to the 
general increase in i)rod action when trade improves. On the 
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other hand, an unorganised industry may suffer a reduction of 
rates when trade declines and an exjijinsion of numbers, on the 
low level of wages so established, when trade improves. 

The mere regulation of wage-rates may, therefore, be restrictive 
in its effects. Such restriction may be legitimate and socially 
desirable; but it destroys any sharp distinction and opposition 
between a policy of restriction of numbers and a policy of imposing 
common rules of ])ayment and conditions. It makes no. differ- 
ence, for example, to a coloured worker in countries of mixed 
nationality, whether he is excluded from certain occupations 
by a legal colour-bar, or by a legal minirninn rate so high that no 
employer would think of paying it to a coloured worker; it 
makes no difference to an unemployed building labourer, whether 
the expansion of the building industry, to a point at which ho 
would be absorbed, is prevented by a])prenticeship regulations, 
making it impossible for building employers to get enough skilled 
men, or by the establishnumt of skilled rates, that raise the cost 
of building and restjict the demand for houses. It is not even 
clear that the reactions upon efficiency of the two ])olicios are 
necessarily different. If the supjih' of a certain class of labour is 
restricted, (uu plovers will be stimulated to devise labour-saving 
appliances to substitute for it. or some reorganisation to dispense 
with it, just as certainly as if the supply is unrestricted but 
expensive. One generation of arcliitects devised ways of using 
bi’ickwork in pilasters, cornicles, string-courses, and around open- 
ings because stone-masons made themselves scarce and expensive ; 
a. later generation used concrete to replace brickwork because 
bricklayers had become scarce and expensive ; the development 
would have taken jilaee whether the impulse eamc from a 
scareiiy, or from a dispro])ortionate rise in the cost, of the 
necessary skilled labour. 

1Vadc-iinioii control of wages, and tlie analogous control by 
public wage-fixing authorities, may he most simply regarded as 
an application c»f inono])oIy ]»ri(‘c policy to lalnnir. The monopoly 
is seldom, if ever, complete: but what monopoly is! It gives 
the seller of labour no control over the demand for his services ; 
it merely enables him, so far as it is elfeetive, to select the jToint 
on tlio (IcniaTid curve at whi(;h he will hold the })rico, until a 
general rise in demand absorbs at that ])rice all the union members, 
instead of allowing competition for employment always to force 
wages down to the point at whicli the whole supply of labour is 
absorbed. It is a policy that can be pursued without causing 
more than temporary unemployment, under two conditions ; 
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first, that the wealth of society is steadily growing, so that con- 
tinually higher wage-rates can be paid without causing unemploy- 
ment : secondly, that it is practised only by a minority of the 
trades in the community. The latter condition no longer obtains. 

IV 

The industries of the country are co-operant agents in the 
production of the commodities and services that industry sells. 
So long as everybody was not organised to attempt it, it was 
always possible that favoured trades, by means of a monopolistic 
organisation, might secure for themselves a larger share of the 
final price received for industry's iHoducts. Marshall illustrated 
this possibility by a hypothetical case, which has recently been 
illustrated in actual experience, that of plasterers, whose services 
were jointly demanded with other kinds of building and building- 
material labour ; but the x>ossibilities are wider. Mr. Rowe has 
recently shown us that the true rate of advance of wages (average 
of skilled, semi-skilled, and unskilled grades) between 188(1 and 
1913 was 47 per cent, in coal-mining; as compared with 0 per 
cent, in the case of railways, and an average of about 25 per cent, for 
the five representative industries he studied. Mining is one of the 
instances Mr. and Mrs. Webb take, and the enormous growth 
of the industry in the i)eriod shows that the advances that thv 
unions were able to secure certainly did not prevent growth. 
They may also have had some influence upon the efficiency of 
the industry ; but any such increase in elficiency was not latterly 
sufficient to counteract the opposing influence of exhaustion (»{ 
supplies; output per head in tons declined from 1907 onwards. 
Now the final price to the consumer of coal has to cover not 
the getting of the coal, but the trans])ort of it, and such transj)o;'i 
is an important source of revenue to the railways. May it 
be that railwayinen would have got more, and miners less, of ii i* 
final price, if the railwaymen had been organised and the minci s 
unorganised ? ^ 

Just before the war the railw.aymen completed an elTective 
union organisation, which the circumstances of the war and \hc 
post-war period tended to favour; and the pull that they are 
able to exert upon the distribution of the price paid by the con- 

^ South Africa appf^nrs to offer the oxtreme ca.se of a di8tri})iiiion of the lioai 
price of coal in favour of railwaymen. The pit-liead price of coal in the Northern 
Transvaal in 1923 was 5#. 3(/. per ton, the railway rate per ton per 100 miles 
Is. id.; minors' wages averaged £45 a year, railwaymens' £117. (Calculated 
from figures given in Union Year Book, No. 7.) 
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sumer for coal is certainly not less than that exerted by the miners 
to-day. And this change is significant of the general change 
in the competitive position of different wage-earning groups. 
All now are organised, or y)rovidcd by the Government with 
equivalent protection ; all are able to set and hold rates of wages 
as firmly as the minority of well -organised trades were able to 
hold them before the war. Partial and sporadic monopolistic 
organisation has been displaced by universal control. Two 
consequences follow. First, it is no longer possible for well- 
organised trades, merely by virtue of their trade union organisa- 
tion, to secure differential gains at the expense of unorganised or 
ill-organised groups with whom they co-operate ; or, if it is still 
possible, at any rate it is more difficult. In the second place, 
influences upon wages, tliat were formerl}' counteracted by trade 
union organisation, have now free play. Organisation and control, 
having been extended generally, no longer differentiate groups, 
so that their iniliicnee, if not yet eliminated, is very much reduced. 

From this point of view the intervention of the State, in 
establishing Trade Hoards and Agricultural Wages Boards and 
in other w^ays, and the contemporary extension of unionism to 
hitherto unorganised trades takes on a rather different aspect 
from that which Mr. and Mis. Webb put upon it. They repre- 
sented it rather as an extension to the rest of industry of the 
principle of trade union control and of the benefits that they had 
shown to follow from trade-union organisation. This, of course, 
it was ; but it was at the same time a necessary corrective of trade- 
union intluence. So long as only a pai*t of the Held of wage- 
omploymont is covertMl hy tiude-unioii organisation, the benefits 
secui’ed by trade unionists may in part lie at the exjumso of the 
workpeople in the unorganised part of the field : so far as those 
benefits are not the return to increased efiicioncy due to union 
jircssure, they will almost certainly be in part at the expense 
of other wage-earners. To prevent this kind of horizontal 
redistribution, it is necessary to put all wage-earners on an equality 
in respect of organisation for wage-bargaining ; it will never bo 
possible to secure complete equality in this respect, but the changes 
of the last twenty years have eliminated the obvious inequality, 
and thereby eliminated a great part of the danger. 

Trade-union organisation is, howevei’, not the only element of 
monopoly or other advantage differentiating different occupational 
groups. The extension of union organisation, therefore, or some 
effective substitute for it, to the support of wages throughout 
the whole of industry, does not suffice to put occupations upon 
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an equality. Rather its effect is to enhance the influence upon 
distrib\ition of other factors making for inequality, more particu- 
larly of those elements of bargaining advantage that are inherent 
in the nature of different industries, but were obstructed or 
outweighed in the past by the greater influence of unequal union 
organisation. The second consequence of general control is, 
therefore, the release of influences upon wages which were formerly 
prevented from exercising their full potential effect. In this 
release is, I think, to be found a partial explanation of the changed 
relations which wages in diffeixmt industries bear to one another 
since the war ; the extension of trade-union or Government control 
over the whole field of commercial wage-emyiloymont has cancelled 
an advantage wliich the workpeople in the organised trades used 
to possess, and, by so doing, has increased the relative influence 
which other elements of monopoly oi‘ bargaining-advantage 
exercise upon wages, fl'he extension would be an almost un- 
qualified improvement, if its effect was to confine wage-claims to 
amounts that could be justified by thc^ increased efiiciency of 
industry, to which tlio control of wages contributed. Since*, 
however, there are other <‘onditions, which (‘liable or encourage 
one trade to profit at th<^ cx])ense of others, and since the different 
controlling authorities carry on the jire-war trader-union tradition 
of considering only the needs and possibilities of their own trade, 
the gcmeral extension of control may nrsiilt in a gentrral attem]jt 
to secure more wages than can be ])aid. This suggests a thirfl 
possible result of the cliange that we must consider. 


V 

Before the war the ])olicv of maintaining wage-rates in spite ea 
unemployment could be practised only by tin* organised minoril \ 
of wage-earners. The inaj(jrity w'ore unable to resist rcduciiou ^ 
that were needed to maintain employment; and any work*:-’ 
excluded by the policy of the stronger unions could compeU: 
for (miployment in industries in which wages were not held abo\ (? 
absorption level. To-day there are no unorganised indnstries in 
this sense; wages are held up, either by trader-union or (Govern - 
ment support, generally, and workers excluded from cm])loy- 
ment by a general holding up of wage-rates above absor[)tiou lev(*l 
have no resort except unemjiloymcnt relief. Before the war, 
again, in the absence of any general unemployment rcli<?f, it 
was impossible to maintain wage-rates generally at a level that 
restricted employment throughout industry ; somewhere, usually 
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at many points, wages (in relation to efficiency) would be reduced 
to the level at which expansion could take place ; the condition 
“ in relation to efficiency ” is necessary, because in fact expansion 
took place in the high-wage rather than the low-wage industries. 
Has the extension of collective bargaining destroyed this plasticity, 
this automatic ada})tation of wage-rates to opportunities of 
employment ? 

The mere substitution of regular for informal discussion does 
not by itself make it more or less diHicult to adjust wage-rates to 
varying conditions. The change is one of procedure only; it 
should, if it has any effect, tend to bring under notice more 
compreliensively and display more accurately the factors that 
liave to be taken into account in finding the * right ” wage. If 
this is taken to be the wage that measures the marginal pro- 
ductivity of the number of workers available, it is just as likely 
that the right figure Avould emerge from the deliberations of a 
icfiresentative joint committee or an experienced arbitrator, as 
from the unco-ordinated bargainings of a multitude of isolated 
individuals. It is conceivable, therefore, that the most complete 
plasticity might be secured by the most complete public control, 
siiu'c complete control would remove the fear that a reduction 
once conceded could never be recovered. 

Again, the change in methods of settlement has not stopped 
the movement of w'ages. An examination of the IMinistry of 
La flour's record shows that wage-changes have been more fre- 
quent, am])lc and extensive than before the war. We do not 
find tliat the movement of wage-rates adjusts the supplies of 
tliil'erent kinds of labour to the demand for thorn. On the 
contrary, unemployment persists in most industries after frcc^uent 
wage-adjustments. If we examine the results actually brought 
about, the generalisation that suggests itself is that wage-rales 
are adjusted to the varying degrees of bai’gaining strength of 
different groups of wage -earners, in other words, to the factors 
whose influence was formerly obstructed by unequal trade-union 
organisation. Tlic commercial condition of the industry in w'hieh 
they are engaged is one factor in determining their vstrength, but 
not the only factor. Huis wage-rates in the " heavy ” industries 
leflect the depression in those industries and the inability of the 
nnions to exact higlier rates. Hut the textile industries, although 
equally depressed, maintain a level of wage-rates that is relatively 
^^^gh ; in cotton wage-rates liave been unchanged at about double 
pre-war rates since 1022, partly because the difficulties of the 
industry are so great that the operatives feel that any sacrifice 
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on their part would be unavailing, partly because the financial 
difficulties of a large section of the employers have made it 
impossible for them to face a strike. Similarly, the railway 
directoi’s may think that it would })ay the companies and the 
country to reduce their charges to the depressed heavy industries, 
but they cannot make further concessions, unless they can reduce 
tlieir own expenses, in which wages are the moat important and 
the most expanded, and, their demand for the labour they retain 
being inelastic, they cannot force a reduction there. And so 
with other competitive inequalities. In the industries sheltered 
from foreign competition, the workers have been able to exploit 
the “ shelter.” Where subsidies have been paid the unions 
have secured for their members a share of the subsidy. Where an 
industry or section of an industry enjoys some element of mono- 
poly, \vage-rates, when compared with wage-rates in the other 
sections of the industry, suggest that the monojmly profits are 
shared by labour. In industry in general the lower-paid classes 
of workers, who secured greater proportional advances during the 
war, have so far been able to retain their advantages, a power 
explained by the spread of trade unionism among them and 
Government protection of wage-rates through Trade Boards. 

Thus the movement of wage-rates does not bring about an 
adjustment to the capacity of the diiferent industries to pay 
wages and provide emplo^^ment to the workeivs seeking employ 
ment; the set of wage-rates it results in rej)resents iluj power and 
opportunities, often temporary and accidental, that organised 
workers have had of exacting wages, with little or no regarfl to 
the ultimate demand for labour as shown by the extent oi 
unemployment. 

In producing this lusult the extension of j)ublic and collect i e 
regulation of wage's has been an influence. I>y })reventing 
nibbling at them by hard-pressed or unscrupulous omploy^ i 
that undermines standards in unorganised trades, it tends lo 
adjust rates to the capacity of the larger and better-organ is» < I 
firms. More important, it 0])cns the door to tlic influence oi 
non-economic factors. 'Jlie mere fact of ])iiblicity, or o?’g«af»ised 
discussion, invites appeal to social and ethical standards ot 
“ fair ” and “ living ” wages, to pseudo-principles such as the 
sanctity of pre-war real wages, to the unpopularity of reducing 
rates of wages of tlio lower-paid workers, none of which have any 
bearing on the capacity of industry to pay wages and j)rovidc 
employment. Economists in the seclusion of a private circular 
may state baldly that ** the fundamental hindrance to recovery 
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. . . lies in the abnormal relationship between the movement of 
the cost of materials and that of the cost of labour,” ^ but directors 
of large companies, who may be candidates for Parliament, will 
not commit themselves publicly to such unpopular opinions. 

vr 

The increased element of publicity and public control of 
wages, therefore, will tend to harden wage-rates in a depression, 
provided that the representatives of the wage-earners really 
wish to resist reductions. Whether they w ill do so or not, how- 
ever, will depend on the consequences of successful resistance, 
at which we must glance. Before the war the consequence 
would have been uncjjiployment : and unemployment would have 
involved, for the small minority of wage-earners covered by trade 
union unemployment insurance, a drain on the union funds ; for 
the great mass of w^age-earmu’s, who had no such resource, early 
and extreiiui hardship, it was impossible, for the representatives 
of the w'agc-carners in w age -negotiations to ignore unemployment. 

To-day things are dilTerent. Successful resistance to a 
reduction may still involve unemployment, but unemployment 
does not involve the same certainty or degree of distress. Before 
tlio war the provision for unemployment relief w'as partial and 
inadequate. To-day there is a. system of unemployment relief 
that covers all the industries that arc; liable to serious uncniploy- 
nicnt. Then the spokesmen of the wage-earners liad to consider 
the employment situation, because their clients woidd be the 
chief sufferers, if their w agcvpolicy restnet(*d employment ; now, in 
such a case, they may nevertheless persist in their policy, since 
they are conscious that their clients arc not without resources, 
if all cannot be employed at the level of wages exacted. 

It is not that unemployment jelief leads to the refusal of 
available work ; the Emi)loyment Exchanges provide an adequate 
check on tliat abuse, w ere there any general inclination towards it. 
Nor does the relief, as it is administered, impose any insuperable 
check upon mobility between district and district or trade and 
trade. The Courts of Referees and the l-mj)ire, who decide on 
doubtful claims to benefit and administer the provision in the 
Acts that the applicant shall be “ genuinely seeking work ” but 
imable to obtain suitable cmjiloyinent,” while they treat each 
case on its merits, have in general put an interpretation upon 
these terms that rcfjiures the unemployed workman sooner or 

^ London and Cambridge Economic Service : Bulletin of October, 1D28, p. 3. 
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later to accept work outside his own district or trade, if it is 
available. 

The effect of uneinploj^ment relief is indirect. It influences 
wage-rates by disinclining the representatives of the wage-earners 
to take the same account of unemployment as they did before 
relief was provided. Two incidents of the scheme strengthen this 
tendency. In the first place the unemployed are not an undis- 
turbed mass of permanently unemi^loyed woi-kpeople, but a body 
the composition and membership of which is constantly changing. 
Hence the evil of unemployment is diffused, and there is a chance 
that intermittent einjiloyment at the higher rate will bring in as 
much as ri'gular emjiloyment at a lower rate. In the second 
place the system of organised short-time makes it ])ossible to 
dove tail periods of wage-earning with pei iods of unem[)loyment 
relief. Employers have adapted their engagement of labour to 
these conditions, and thus spread the available ('mployment over 
a larger number of workers than the industry could employ full 
time, at the same time throwing on the unemployment insuranc(' 
fund the burden of maintaining the surplus labour when it is not 
in employment. Instituted as a dc'vice for tiding over a tempo 
rary depression, this system has been prolonged as year succeeded 
year of unemployment, and has had the elleet of substituting 
intermittent and irn^gular employmcmt for regular work in 
industries in which such conditions were formerly rare. 

Tliis comparative disregard of unemployment in wage dolor 
minations is as distinctive a change from jjrc-war jiractice as llie 
extension of collective bargaining, and much more sigriificaiit 
for the problem we arc now examining. ISumming up the practi( 
of trade unions at the beginning of tlie century, Mr. and Mr. 
Webb pointed out that the unions had “ a rough-arid-r(‘;i''\ 
barometer to guide (them) in this diflicult navigation.” Tim v 
continued : 

“So long as a trade union, without in any way restricting 
the numbers entering its occupation, finds that its members ate 
fully employed, it can scarcely be wrong in maintaining its 
Common Rules at their existing level, and even, after a rcasonai)lc 
interval, in attempting gradually to raise them. . . . 

“ When the percentage of workmen out of employment begins 
to rise, it is a sign that the demand for their particular commodity 
has begun to slacken . . . although it can in no way be inferred 
that the slackening of demand has been caused by the rise in the 
level of the Common Rule, rather than to any other of the many 
Ijossible causes, yet this slackening, however it is caused, must 
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necessarily check any further advance. For assuming the work- 
men to rely exclusively on the Device of the Common Rule, it 
will not pay them to obtain a rise ... at the cost of diminishing 
their own continuity of employment. To put it concretely, 
whenever the percentage of the unemployed in a particular 
industry begins to risci from the 3 or 5 per cent, characteristic 
of ‘ good trade, ^ to the 10, 15, or even 25 per cent, experienced 
in * bad trade,’ there must be a pause in the operatives’ advance 
movement.” ^ 

If organised workpeople in this way took unemployment as an 
index of industry’s capacity, ami adjusted their (‘laiins accordingly, 
unorganised workpeople certainly could not do otherwise. Any 
temporary success that the latter might achieve in maintaining 
or advancing wage-rates, where commercial conditions called for 
a reduction, would have the elTect of excluding from employment 
a mass of labour that would press uj)on the restricted openings 
for employment, and inevitably, in tlie absence of trade-union 
or trade-board sujiport, lead to individual concessions and the 
disintegration of wage -standards. 

Hence pre-war industry exhibit(*d a fairly cIos(.* correlation 
l)('twe('n the movement of wage-rates and employment as measured 
by the (inverted) trade-union unemployment percentage curve. 
There was a lag, but, allowing for this, a fairly close adjustment 
of wage-rates to changing commercial conditions. Tliis correla- 
tion is not to be observed in post-war industry since 1922. In 
the great upward movement of prices from 1914 to 1920 and in 
the ensuing collapse from H)2() to 1922, wages followed other 
prict's ; b\it since then wages on the average liaae changed very 
little, while both prices and unemployment have varied con- 
siderably. If wo consider, not the average movement, but the 
independent and divergent eJianges iii wage-r/ites in separate 
industries, what we notice is not an adjustment of wages to 
conditions of employment, but, as is pointed out above, an adjust- 
ment to the varying capacity of ditli'rent groups of workpeople 
to resist reductions or exact advances. 

This post-war disregard of unemployment in wage negotiations 
is the principal and direct explanation of the loss of plasticity in 
wage-rates. It should be noted, however, that the provision of 
unemployment relief is not the only cause of the change. W'^e 
have already come across another reason for it in connection with 
the cotton industr}'. The representatives of the wage-earners, 
quite rightly in many cases, believe that any concession on their 

^ lnilu6tri(U Democracy (1902), pp. 7SS cl seq. 
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part would be unavailing. The post-war depression in many 
industries is so much deeper and more widespread that any* 
practicable reduction in wage-rates would hardly affect it. The 
example of the coal industry, in which a substantial reduction 
in wage-rates has been followed by increase! in unemployment — 
and in losses by the cmj)loying firms — is pointed to as evidence 
of the futility of wage -reductions ; and no attempt is made to 
gauge the extent to which demand is as inelastic for the products 
of other industries as it has proved to be for coal. 

There is an explanation of the wage-earner s attitude in yet 
another change ; w age-rates of direct labour never wttc the sole 
determinant of costs, and to-day they are probably less important 
than b(dore the war. Loan charges, incurred in the boom and 
subsequent slump, although in process of liquidation, are still 
proportionately much heavier than before thcijwar ; rates and taxes 
and social insurance contributions are much lu'avier; indirect 
costs, which may be due to the level of wages, but not of wages 
in the industry eoi^erned, for transport, financftil services, etc., 
arc higher; distributing costs have increased disi)ro])ortionately. 
Hence the w’age-earncr, asked for concessions, fears that he is 
being asked to make a sacrifice, not to revive trade, but to lessen 
the losses, or increase the profits, of retailers, banks, loanholders, 
railways, and co-operating industries that may bo more ])rosperous 
than his own. 'Jlie consideration of wages is ]jurely sectional, 
industry by industry and trade by trade ; the nc'ed of industry, 
so far as w^age-adjustments can meet it, is for an all-round n'duc- 
tion, which will affect the indirect costs, simultaneously wu’tli the 
direct costs, of every industry. No machinery exists for such 
co-ordinated and synchronised adjustment; on the contrary, 
the extension of collective bargaining has probably intensified 
and extendc'd the influence of this sectional outlook of mdustr\ . 
by enabling industries, that before the war could not have resisted 
the pressures imposed by general trade depression, to hold ui- 
wages. 

The general relations of wage-rates to other pj’ices and to 
employment arc also significant of maladjustment. Professor 
Bow'lcy’s new index-number of w^age*s shows an advance (at the 
end of 1928) of 94 per cent., over the pre-war level, while the cost 
of living, as measured by the Ministry of Labour’s index, has 
risen only 07 per cent., wholesale prices, as measured by the Board 
of Trade index, only 38 per cent., and the average price of British 
exports only 01*8 jier cent. Wage-rates on the whole have been 
remarkably stable since 1922, although unemployment, as 
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measured by the registrations under the unemployment insurance 
scheme, has fluctuated from over 17 per cent, in 1922 to less 
than 10 per cent, in 1924, rising again to over 12 per cent, in 
1925 (to 14«6 per cent, during the coal stoppage), falling to less 
than 9 per cent, in 1927, and rising again to over 12 per cent, in 
1928. The chief instance of this maladjustment of wages is 
perhaps to be seen in the maintenance of the average level of 
wage-rates (in spite of a large reduction in the important item 
of miners’ wages) since 1924, while other prices were being adjusted 
to the level required by the return to the gold standanl. Money 
wages have been maintained (which means that real wages have 
increased about 8 per cent.), while the prices which British 
industry received for its products, as measured by export prices, 
were reduced on an average 14^ per cent., and the number of 
unemployed, comparing 1929 with 1924, increased. Comparisons 
of wage-movements with {ihysical volume of output point to the 
same maladjustment. Ileal wag<‘s increased on an average by 
12 per cent, betwt^cn 1907 and 1924 ; a comparison of the Censuses 
of Production of 1907 and 1924 suggests that output per head 
did not increase, or increased only very slightly.^ 

It would appear, therefore, that wage -fixing authorities, acting 
independently of one another and disregarding the general 
economic situation, arc maintaining wage-rates at a level at 
which existing industries cannot provide full employment ; the 
considerations that explain their policiv will not serve to explain 
away the unemployment that has accompanied it. The outlet 
for labour thus excluded, w Inch was ])rovided before the w^ar by 
industries in which wages were not controlled, no longer exists. 
There remains for examination the possibility that new industries 
may provide an outlet, industry as a whole expanding sufficiently 
to absorb the excluded labour. 


VII 

Before the w^ar we had no measure of industrial expansion ; 
hut there was no evidence of cumulative unemployment, so that 
industry must have expanded at much the same rate as the 
growth of population. Since 1923 we have had, in the unemploy- 
ment insurance statistics, a record of the directions in which 
industry is expanding and contracting, which, with certain other 
information, supplies such a measure. It would seem that industry 
has, temporarily at any rate, lost its capacity of expansion. In 

* A. L. llowley, A New Index Ninnbcr of Wa-gest pp. 4-5. 
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insured industry, which covers about three-quarters of wage- 
earning employment, the expansion of employment has been 
barely sufficient to absorb the diminished increase in the popula- 
tion seeking employment, without affording any relief to the mass 
of unemployment afflicting industry. 

In certain directions there is expansion, but a closer examina- 
tion compels us to discount any hopes derived from it. The 
largest single increase in employment has been offered by retail 
distribution, 360,000 or 31 per cent, between 1023 and 1928. A 
part of this may be at the expense of the small shopkeeper, who 
does not come into the insurance figures, in which case it, how- 
ever, represents no net increase of employment ; the greater part 
probably docs represent a net increase, but an uneconomic increase. 
The Balfour Committee brought together material that suggests 
that retail distributing costs rose in greater proportion than 
prices generallj’’ between 1914 and 1925 since then we have' 
had a further great increase in the number of insured persons 
employed in retail distribution. This expansion of the retail 
margin, coupled uith the enormous exf)ansion of newspapcj’ 
advertisement revenue in the same period and the elaboration 
of competitive selling organisation, has been snilicient to neutralise 
and make of no effect in the final price t(.) the domestic consumer 
of British goods much of the writing down of capital, reductioii of 
wages, and economics of rc-organisation by uliieli })roducti\f‘ 
costs have been reduced. By keeping up the cost of living, while 
wholesale prices are falling, these costs also make it diflieult to 
ask for any reduction in wages. 8o far, then, as retail distribution 
provides additional cm])loyment by its exj)ansion, it probal)lv 
does not succeed in compensating for a reduction in industrijiJ 
employment, which the cost it imposes on industry involves. 

'J'hc second group of expanding industries is the huildlo.d 
building material, and furnishing industries. Together ila.> 
account for 211,000 increase in the five years. Here the explan > 
tion is partly the demand due to interrujition of building during 
the war, partly the large subsidies given to eiieoiirago building. 
The war-time arrears have now been made up, so that fnrtlu'f 
expansion will be limited to the needs of the increase in population 
and of replacement with the aid of further subsidies. Tlic case 
of the third group is similar. These are industries in which 
expansion Ijas been stimulated by protection, but would have 

^ Tho amount of oxpensos por £ of sales (in certain representative cntablifll»* 
ments) was on an average probably 35 per cent, greater than in 1913 .”-- 
FactorSf p. 117. 
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taken place without that stimulus, under the more economic 
stimulus of technical invention ; motor manufacture and artificial 
silk are the chief membei-s of the group. It is diflicult to estimate 
how much of the growth was dependent on protection and merely 
a diversion from unprotected industries; but the aggregate 
expansion of the two together would not be sufficient to com- 
])cnsate for lialf the contraction in coal alone. So far from the 
expanding industries showing any likelihood of rcjilacing per- 
manently the loss in employment offered by the older, contracting 
industries, it would appear that they cannot be relied on oven to 
provide continued employment for their present complement of 
workers. The new situation requires, if it is not to exaggerate 
the dilRculty of tlie post-war unemployment problem, a more 
rapid growth of new industries, of expansion in now directions 
than before the \var ; actually the rate of expansion and capacity 
for growth appears to have seriously diminished. 


VllI 

My object in this review' of wages and employment has been 
to discover the consequtmees of tlic change in methods of settling 
wages that I (h'seribed at the outset. I liavc been led rather wide 
of my subject by the difficulty of distinguishing these conse- 
([ueiiccs from those of other eontemporary changes that have 
interacted with it. It remains in conclusion to point out that 
the loss of plasticity, and the adverse effects upon employment 
that may follow^ are not necessary and inevitable consequences 
of the extension of collective settlements, but, in so far as they 
are attributable to it, duo rather to an obvious defect in the 
machinery and current practice of collective bargaining than to 
anything inherent in eollectivc bargaining as such. 

I'lie changes that distinguish the post-war wage situation, 
public control of wage -settlements and public relief of unem])loy- 
ment, arc instances of the operation of the habit, described by 
Dr. Cannan as “ jiroposing remedies for economic pressure with- 
out considering the question wdiethcr that ])ressure may not be 
an integral part of the existing organisation w'hich cannot be 
removed without causing disaster unless some efficient substitute 
is provided.'* We liavc interfered with the hareh but effective 
correctives of w'agc-demaiids that re.strict employment, namely, 
the loss of income by unemployment and the expansion of employ- 
ment where wages arc not held up. Either, therefore, we must 
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devise alternative correctives, or wc must expect unemployment 
on a large scale from this cause alone. 

The defect in the machinery for wage-negotiation to which the 
present unemployment points is the purely sectional character 
of its deliberations. It is no one’s business to consider wages as a 
whole, there is no authority charged with the duty of reminding 
wages boards of their responsibility to industry in general. 
Collective bargaining must fail in securing an accurate adjustment 
of wages to industrial conditions so long as it is confined to 
negotiations over w^ages in individual trades and industries. 
If it is to continue, it must be supplemented by some device for 
ensuring that the negotiatoi's in each trade and industry have 
regard to the elToct of their determinations upon other trades 
and industries, and for compelling them to contemplate the needs 
of industry as a whole. The barometer,” by >vhich, according 
to Mr. and Mrs. Webb, the organised industries were guided 
before the war, the extent of unemydoyment in their own industries, 
is no longer trusted ; but, even if it were, it would be inadequate 
and misleading, since a trade union might pursue a policy that 
caused unemployment in other trades without causing uiicin- 
ploymont in its own. 

Moreover, by considering only its own needs and interests, an 
industry might pursue a policy that was restrictive in effect, 
though regulative in form. If all industries and all trades pursin' 
such a policy — and all now have the requisite organisation - 
and maintain rates of wages that restrict cmydoyment, there will 
be excluded a mass of workers who must either be absorbed h\ 
new industries or remain unemployed. If there arc new industric! 
capable of absorbing them, well and good ; but at the jncsci!* 
time it would seem that there arc not. The index or baromeO'!*, 
therefore, to which trade-union and arbitration authoTiii* ' 
attention should be directed, is not solely, or even principiid* 
unemployment in the industry immediately under consideraHnn 
but the rate of expansion of industry as a whole. 

A wage-rate is a price, and every price is a function of every 
other price in the same field of demand and the same aica of 
supply. The fixing of a wage-rate may, therefore, affect the 
demand-ynicc and supply-price of every other kind of labour 
working for the same market. The organic nature of the system 
of wage-rates was abundantly illustrated during the war, when 
public intervention at one j)oint led to reactions that com])eUcd 
intervention at other points, and finally to the attempt to control 
all wages It has received a more painful illustration since tJie 
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war in the persistent unemployment and check to expansion that 
have accompanied the purely sectional handling of wage-problems. 
The task of co-ordinating wage-settlements in different industries, 
and of securing in each the consideration of such apparently 
remote factors as the productivity and rate of expansion of 
industry as a whole, may be too much for the spontaneous 
democratic machinery by which collective settlements are 
negotiated at present ; but the alternative is almost certainly a 
breakdown of that machinery under the pressure of a growing 
problem of unemployment. 

Henry Clay 

University of Manchester, 



DISTURBANCES OF EQUILIBRIUM IN INTERNATIONAL 

TRADE 


1. Thebe are two quantities that play a central part in the 
trade between nations, say between England and the rest of the 
world, to be called here Otherland. These are (1) the rate of 
exchange between English money and Otherland money, which 
we may express by the number of £s sterling that exchange against 
one dollar ; (2) the real ratio of interchange between English stuff 
and Otherland stuff, which we may express by the number of 
units of some representative commodity made exclusively of 
English labour and materials which will exchange for one unit; 
of some representative Otherland commodity made exclusively of 
Otherland labour and materials. 

2. There arc two sorts of equilibrium that are relevant to the 
trade relations of England and Otherland : exchange equilibrium 
and full equilibrium. Exchange equilibrium exists if the sterling 
price of an>i:hing that enters into trade, the dollar price, and tlu^ 
rate of exchange between sterling and dollars are so adjusted 
that — cost of carriage being ignored — there is no opening for 
profit by buying anything for sterling, selling it for dollars, and 
converting the dollars into sterling, or by buying anything for 
dollars and proceeding analogously. Full equilibrium exists if, 
also, (1) in each country the numbers of workers of given qualit\ 
are so distributed over different occupations that a comiiio!* 
wage-rate rules everywhere, and (2) this rate is so related to 
conditions of aggregate demand and supply that in the 
total of all occupations employment is available for all wouhi 
workers. 

3. Let us suppose ourselves to start with a state of affains in 
which full equilibrium rules. Such a state is, of course, always 
liable to be modified by temporary “ accidents.” We arc not, 
however, here concerned with these. Apart altogether from 
them there may also on occasions supervene what may be called 
once-for-all changes, that is to say, changes that maintain them- 
selves from year to year and are not merely temporary. When 
a change of this type is superimposed upon a previously existing 
state of full equilibrium, the conditions may or may not be such 
as to admit of a new state of full equilibrium emerging. 
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other words, the postulated new arrangement may or may not be 
one that is capable of being maintained. This proposition, which 
is well illustrated by the problem of German reparation payments, 
may be developed into a twofold study enbracing respectively ( 1 ) 
the conditions in which a breakdown must occur, and (2) the 
form in which a breakdown, if it occurs, will manifest in various 
circumstances. I shall examine these matters, first as they 
would appear in a barter economy^ Jind secondly in modern 
money dress; it being premised, for the purposes of this dis- 
cussion, that the reparations-paying country is not free to cover its 
reparation debts by new borrowings abroad or by drawing upon 
resources which otherwise its citizens would have invested abroad. 

4. Under a barter economy Y’s government may be obligated 
to hand annually to W’s government either R units of linen or 
K units of cloth. If tlie obligation is in terms of linen, it can or 
cannot be fulfilled according as Y’s government can or cannot 
raise annually from its citizens as much as R units of linen. 
Whether it can or cannot do this depends prima facie ^ entirely 
on conditions internal to Y. If the obligation is in terms of 
cloth, it can or cannot be fulfilled according as Y’s government 
can or cannot raise annually from its citizens enough linen to 
purchase in the market K units of cloth. This depends partly 
on how much linen Y’s government can raise annually from its 
citizens — as before, a purely internal matter — and partly on 
how much cloth a unit of Imcn will purchase when Y’s government 
is attempting, by sales of linen, to buy given quantities of cloth. 

5. It will clarify our ideas to set out in symbols the principal 
relevant quantities. Let li be the maximum quantity of linen 
that it is feasible for Y’s government to raise annually from its 
citizens for reparation purposes. This quantity depends partly 
on the size and distribution of the national real income in Y; 
partly or the efficiency of its tax technique ; partly on the attitude 
of mind of potential tax-])ayers, both generally and in relation 
to the justice of the reparation claims ; and partly on the amount 
of revenue that the government is raising for various forms of 
real expenditure and for transfer expenditure. Let ^(0 be the 
quantity of cloth that I units of linen exported from Y avail to 
purchase. If then the stipulated annuity is units of linen, it can 
be paid provided that B > R. If the annuity is K units of cloth it 
can be paid provided that there is any value of I between B and 0 in 
respect of which ^(i) > K. It is necessary to state the conditions 
thus, instead of postulating simply that ^(B) > K, because the nature 

* 1 But op. poMt § 0. 
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of W’s demand for linen may be such that, while B units of linen 
would not avail to buy K units of cloth, some quantity of linen less 
than B would avail to do this. If conditions of that sort prevail, 
Y's government may need, in order to fulfil its reparation obliga< 
tions, to forbid all export of linen on private account and itself 
to sell abroad a quantity delibercately restricted with a view to 
securing a high price in terms of cloth. This, however, is an 
exceptional and improbable state of things — ^so long, at least, 
as W'e are considering Y's exports in general and not particular 
exports — and need not be studied further. 

6. If, apart from reparations, there is no trade at all between 
Y and W (the rest of the world), it is plain that the maximum 
annuity payable in linen, which Y s government can raise and 
hand direct to W’s government, is the same whatever tariff polic}^ 
W adopts. The maximum annuity payable in cloth is not thus 
independent of W’s tariff policy ; for, if W imposes duties upon 
imports from Y, the demand in terms of cloth of W’s citizens for 
linen will be diminished, and, in order to obtain a given quantity 
of cloth, Y’s government will have to provide a larger quantity 
of linen — the amount of the difference do])ending on the size 
of the duty and the form of W’s demand for linen — than would 
otherwise have been necessary. If, apart from reparations, some 
trade would have taken place, this sharp antithesis no longer holds 
good. For import duties imposed by W will, in general, cause 
the citizens of Y to obtain, for a given amount of work, an income 
of things yielding them less satisfaction than the income of things 
they would have had if their exchange of linen against cloth had 
not been obstructed, and so will make the maximun\ levy in linen 
that their government can raise from them smaller than it would 
otherwise have been. But in this cast?, as in the last, imp<'; - 
tariffs imposed by W will contract Y’s capacity to pay much im*' * 
seriously for cloth annuities than for linen annuities. 

7. An annuity system expressed in linen breaks down if 
R<B, that is to say, if it proves impracticable for Y’s gov»Mn 
ment to collect from its citizens for payment abroad as much linen 
as the annuity requires. The breakdown manifests as a failure 
to solve Y’s budget problem and cannot manifest in any other 
way. An annuity system expressed in cloth breaks down when 
there is no quantity of linen less than B that suffices to purchase 
K units of cloth in the market. If conditions are such that an 
advance beyond B in the quantity of linen offered would involve a 
nearer approach towards the acquisition of K units of cloth 
whether or not there is any quantity of linen that^ would yield 
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that quantity of cloth — the breakdown may again be said to 
manifest as a failure to solve Y’s budget problem ; but, if they 
are such that, in the neighbourhood of B, an increase in the linen 
offered involves a decrease in the cloth acquired— provided, of 
course, that there is no quantity of linen less than B that will 
yield K units of cloth — the breakdown is more properly described 
as a failure to solve Y's transfer problem. 

8. Under a money economy the ro|)arations annuity will no 
longer be expressed in real terms, but in money terms : either 
as so much, say, German money (marks) or as so much foreign 
money (sterling). Plainly an obligation ex])ressecl in either of 
these forms may have any number of different real meanings 
according to what the purchasing power of marks in terms of 
linen, or of sterling in terms of cloth, may ])e. In order, therefore, 
to render our problem definite we must make some assumption 
about these purchasing powei*s. Let us suppose that the pur- 
chasing power of sterling in terms of cloth is fixed, so that a £ 
sterling may, for our pui‘poses, be regardcid as equivalent to a 
defined quantity of cloth.^ As regards marks, three arrange- 
ments are possible. Under (1) no obligation is imposed on 
Germany as to the value at which it will liold t)ie mark ; under 
(2) Germany is obliged to keep tlie mark at a constant value in 
terms of linen ; under (3) she is obliged to keej) it at a constant 
value in terms of sterling. Re])arations annuities expressed in 
marks have no meaning under arrangement (1), and will not, in 
fact, be arranged for, since Germain^ eoidd render them worth- 
less at will ; under arrangement (2) they are equivalent to annuities 
expressed in linen ; urnh^r arrangement (3) to annuities expressed 
in cloth. Under all three arrangements annuities ex])ressed in 
sterling are equivalent to annuities expressed in cloth. Repara- 
tion lerins equivalent to linen and cloth annuities respectively 
break down precisely where reparation terms embracing actual 
linen and cloih annuities would break down. 

9. If, under a money economy, the conditions are such as to 
imply a breakdown, this may manifest in several different ways 
according to the form of the debt and the obligations governing 
German monetary policy. With a debt rec^koned in marks, subject 
to the condition that the mark price of linen be kept constant, 
the breakdown can only appear as a failure on the part of the 
German Government to collect sufficient marks through taxes 

* Under the Dawes plan the fact- tliat thw assumption may in practice fail 
is recognised in a provision which allows for atijustnuiiit in t lie size of Germany a 
gold annuity should tlie real value of gold change substantially— a proviso not 
present in the Young plan. ’ 
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for delivery to Germany’s creditors : there is, that is to say, a 
failure to solve the budget problem. With a debt reckoned either 
in marks or in sterling, subject to the condition that the mark- 
sterling exchange be kept constant — these two sorts of debt are, 
of course, precisely equivalent — a breakdown, if it occurs, must 
again appear as a failure on the part of the German Government 
to solve the budget problem — so long, of course, as the obligation 
to maintain the exchange is not violated. With a debt reckoned 
in sterling, subject to no obligation about exchange rates, or 
subject to an obligation in that matter which is violated, the 
breakdown may take a different form. The German Government 
is now free to obtain marks for reparations account ad libitum 
from the printing press, and thus, so far as money figures are 
concerned, is subject to no budget limit. This does not mean, 
however, that it is subject to no limit in respect of the real (linen) 
values which its money revenue represents. There is necessarily 
always a limit of this character. If the stipulated annuities 
involve a real levy that oversteps it, the breakdown manifests as 
a depreciation in the mark exchange, so rapid that no quantity 
of marks will suffice to buy the required quantity of sterling. 
That is to say, it manifests as a failure to solve the transfer 
problem.^ 

10. We now turn to consider more particularly once-for-all 
changes that arc able to maintain theiiisolvc^s ; in respect of which, 
that is to say, a breakdown does not occur. »Such changes fall 
into two main groups according as they arise out of (1) enduring 
alterations in the supply of England’s money or of Otlierlaiid's 
money, or (2) enduring alterations in the real demand of English 
men (exi)rcssed in their stuff) for Otherland’s stuff or alterations 
in the real demand of Otherland for English stuff. In the ultinvi. r 
adjustment duo to changes falling into the first group, it is oh o* 
that the real ratio of interchange between England’s and Oti»or 
land’s stuff will be unmodified. In those due to changes faliiug 
into the second group this ratio will be modified in general ; hut 

* In so far as private Oennan traders have sterling claims f)u forcignt^rs, 
while foreign traders have mark claims on Germany— the two sorts of cliiiins 
off-setting one another at the old exchange rate — the fall in the exelumge 
creates a balance of sterling on Germany’s private account which it may be 
possible for the Government to u.so for reparations. If botli sets of claims an' 
in the same currency no balance oitlier way is created. If German traders 
claims are in marks, and foreign traders’ claims on Germany in sterling, the 
fall in the exchange croato.s a debit in sterling on her private account, so that 
to the difficulties of the State tlicre are added further difficulties of 
viduals. Cp. Graham, “ Self-Limiting and Solf-Tuflammatory Movements in 
Rxchaiige Kates ” [Quart. Joum. of Kconornwi^ February 192U, pp. 221 ei seq.). 
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it will not be modified in the special case where both real demands 
alter and the alterations balance. "Phiis, if England demands more 
of Otherland’s stuff and Otherland demands more of England’s 
securities, and the relevant quantities are suitably adjusted, the 
real ratio of interchange between England’s stuff and Otherland’s 
stuff is unaltered in spite of the fact that the quantity of purchases 
and sales passing between them is increased.^ It may perhaps 
be suggested that, in addition to the two types of once-for-all 
change distinguished above, there is a third type, namely, a 
decision by a government to force up the rate of exchange between 
its money and the monies of other countries in some defined 
proportion. Clearly, however, a mere decree by, say, the English 
Government that a unit of sterling shall exchange for 10 per cent, 
more dollars than before can accomplish nothing. Measures 
must bo taken to make the decree effective. It is these measures, 
not the mere decree, that are responsible for whatever happens ; 
and a brief reflection shows that the only measures available 
consist in action designed to bring into play either factors that 
decrease the sui)ply of sterling, or factors that increase the real 
ratio of interchange between English stuff and foreign stuff — by 
increasing the demand for foreign stuff in terms of English stuff 
or by decreasing the demand for English stuff in terms of foreign 
stuff — sets of factors that have already been taken into account. 

11. At this point it may bo well to insert a caution against 
possible misunderstandings. At first sight a careless reader may 
be tempted to suppose that a shift in the real ratio of interchange 
in favour of any country necessarily implies a gain to that country, 
and a converse shift a loss. 1’his is not so. 'riie real ratio of 
interchange will be turned in a country’s favour if, other things 
being equal, its demand for foreign goods falls off. If the cause 
of this change is improved capacity to make for itself the goods 
that it used to import, the country’s j)osition will bo improved. 
But, if the cause is worsened capacity to make the goods that it 
used to export, its position will be worsened ; unless, indeed, the 
foreign demand for these goods is so inelastic that a reduced 
import of them evokes in payment for them an increased (absolute) 
quantity of imports. If the cause of the fall in our country’s 
demand for imports is a diminished desire on its part for these 
goods, unaccompanied by any other change, the effects on the 

^ It may be noted in this connection that the chief reason why the real 
ratio of interchange usually move.s very little in the face of short-period swings, 
in the rospoctivo demands of Eiiglaivl and Otherland f<)r material commodities 
is that securities and bankers* promises are used to swell the offer of the country 
whoso supply of these conimodit ies is tem]iorarily (!ontracted. 
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quantities of exports and imports will be the same as in the 
preceding case, but, since the satisfaction yielded by a given 
quantity of imports will be smaller, the prospect of the country’s 
position being, on the whole, improved will be less good. When 
the real ratio of interchange is turned in a country’s favour, not 
through a decline in its demand for foreign goods, but through an 
expansion, whether due to altered productive efficiency or to 
altered desire, in the foreign demand for its goods, the position 
of the country, regarded as a single homogeneous unit, is neces- 
sarily improved. But, should its demand for foreign goods have 
an elasticity less than unity, the enhanced foreign demand will 
cause the volume of its exports to contract ; and, therefore, when 
account is taken of the fact that in real life countries arc not 
homogeneous units, but are divided up into different industries 
between which mobility is very imperfect, it may happen that 
the disorganisation caused in the country’s export industries will 
do it more harm, in a wide sense, than the cheapening of imports 
does it good. 

12. When a once-for-all change of any of tlie sorts distinguisliod 
in § 10 has been superim])Osed upon a previously existing state 
of full equilibrium and its consequences have worked themselves 
out, a new state of full equilibrium (which, as we have seen, 
implies, as part of itself, a state of exchange equilibrium) will 
be established. To enable us to state the conditions inipli(‘(l 
in this equilibrium in a manageable form applicable cquaily 
whether the real ratio of interchange and the quantity of inter 
national trade are or are not altered, we must assume (1) that the 
law of constant costs rules in all English industries, so that 
shifting of workers between them, within the range relevant 
our problem, does not involve a change in the relative costs < ’ 
producing their goods ; and also (2) that, if a changes in produc* e. • 
efficiency in England takes place, it is general to all Engl’ ' 
industries. These assumptions arc not, of course, required when 
the disturbing cause is purely monetjiry, so that both the real 
ratio of interchange and the quantity of international trade are 
unaltered ; but they are required to make possible, in a reasonably 
simple form, any generalised statement. 

13. At any assigned interval after the disturbing cause has 
begun to operate let us write as follows : 

(1) the new sterling price of pure English export goods divided 

by the old = ; 

(2) the new dollar price of pure English export goods divided 

by the old = ; 
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(3) the new sterling price of pure English import goods 

divided by the old = ; 

(4) The new dollar price of pure English import goods divided 

by the old = ; 

(5) the new sterling price of pure English home goods divided 

by the old == ; 

(6) the new sterling price of a mixed good made in England, 

comprising m units of pure home goods and n units of 
import goods, divided by the old — ; 

(7) the new sterling wage in export making industries divided 

by the old = ; 

(8) the new sterling wage in homo industries divided by the 

old , 

(9) the new rate of exchange (quantity of dollars purchased 

by a £) divided by the old = R ; 

(10) the new real rate of interchange (quantity of pure import 

goods purchased by a unit of pure English export goods) 
divided by the old — K ; 

(11) the new real rate of wage — to workers supposed to pur- 

chase pure home goods, pure import goods, and mixed 
goods (as defined under 7) in proportions a, 6, c — divided 
by the old W ; 

(12) the new marginal productivity of English labour (if there 

lias been a goiujral change in efficiency) divided by the 
old - E. 

14. The conditions necessary to rxchange equilibrium are 
then satisfied, provided that 


and 


R 


'^Pe ^ Uh . 
^Pe 'Pi ' 



'^Pi 


These eqiiations, so far as England is concerned, reduce to 


% - ,/Pe 


Pi ~ K 


( 1 ) 

(TI) 


When these conditions arc satisfied, exchange equilibrium prevails. 

15. In order that full eepulibrium may prevail, the following 
further conditions, adtUtional to the foregoing, must also be 
satisfied : 
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”* ■ f- {n - w)Kj 

'HV = E*/), (V) 

«’* = E'p, (VI) 

a *1- b -I- c 
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m)K| (VII) 


K). Where K ™ 1, 

condition (II) reduces to — 'p^, 
condition (IV'') reduces to =- ^p^, 
and condition (VII) reduces to W ~ J^. 


Where R 1, 

condition (V) reduces to - 
condition (VI) reduces to 

condition (VII) reduces to W 


- 


f a [ b I c 'j 

, it^ , ?A/(/i — ?w.)K. . 

l ^ a j 


Wlierc both K and E --- 1, 

condition (VII) reduces to W ~ 1. 


17. Now, whatever the cause of disturl)ance uuiv be, it is clear 
that the rate of exchani^e a?id the relative sterling and dollai- 
prices of any goods that enter regularly into trade between 
Rngland and Otherland must, in all ordinary circumstances, 
become so adjusted to one anotlier in a very short time in such 
wise that no special ex(;hang(^ profit or loss can be made In 
merchanting them. Apart from cost of carriage, tlie st(;rlin; 
price of any given batch of exports from, or im[)orts to, Rnglan i 
must, when converted into <lollars, bo cepjal to the dollar peMr 
of the same batch. This implies that, if w(‘ make up a baien v i 
import goods and export goods mixed together, the stojiin.' 
price of a dollar (i.c. the rate of exchange) cannot diverge a])nri - 
ciably from the sterling price of the batch divided by the d<dlar 
price of the batch. Tliat is to say, the conditions of exchange 
equilibrium, namely, 


"Pe 

‘Pi^ 


R • 

’Pe 

k 


(I) 

(H) 


will very rapidly be satisfied. But the satisfaction of this con- 
dition does not imply the satisfaction of the other conditions 
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necessary to full equilibrium. These arc likely to bo achieved 
mueh more slowly, for the reason that they may involve altera- 
tions in money rates of wages — which are notoriously subject 
to friction — or the shifting of workpeople between different 
occupations, or both these things together.^ When these other 
conditions are known to be satisfied, we may fairly presume that 
conditions proper to a new exchange crjiiilibriiim are also satis- 
fied ; but it is not legitimate to infer from the ])rescnce of exchange 
equilibrium that full equilibrium is established. The practical 
moral is that, when the so-called purchasing power parity analysis 
is used to test the claim that the full effects of a monetary dis- 
turbing cause have worked themselves out, we must not employ 
])rice indices confined to traded goods. Ideally, traded goods 
ought not to be admitted in any degree either directly or indirectly 
(through goods which embody traded materials) into the indices 
(’iiiployed. This is, of course, impracticable. It is not, however, 
impracticable to employ price indices in which traded goods 
play relatively a small part, e.f/., indices of retail prices embodying 
the wages of retailers in addition to wholesale prices. In so 
far as traded goods do enter into the indices employed, until full 
adjustment has actually been attained it w ill always ai)pear to 
have been more nearly attained than it has been in fact. 

IS. Next, diminishing somewhat the extensivene^ss of our 
iiKjuiry, let us render it, over a limited range, somewhat more 
intensive. The equations leading up to conditions (1) and (11) 

* The Tirtturo of these shiffs, of eoiirse, varies witli the of the change, 

if any, that has come about in the comlitious of real reriprocal dcinaiKh Thus, 
•■oiK’cnt rating u[K)u tlic efferts j>rudu(M>tl in England, wo must distinguish botweoii 
(I) a rise in England's real demand for Otlicrlamr.s stuff consoquonf ui)oii an 
inorcaso in England’s <Icsiro for that stuff; (2) a similar riso ronsequent upon 
an increase in lOngland's cnicioiic’v in producifig export goods; aiul a fall 
in Otherland’s real diMiiand for lOnglish stuff, no matter how i-ausod. Tlie 
a<ljust !,ipnt, wliicli the new full equilibrium requires iu ivspe('t of the quantity 
of England’s exiiorts, the quantity of her imports, and tlu' number of her 
worJq>ooplo ongagod in making exjxirts, will bo <lifferent aeeording to which of 
the above typos of eliango Jias oerurro<l, ami also according to tlie form of the 
t wo reciprocal demand si he<hdes. If the foreign demand for England’s exports 
lias falloii off, ill tho now cquilihrium there will, in generaf^ bo fewer workpeople 
tlian before in the export trades of England; and, if tho foreign demand has 
expanded, more workpeople. In the special case iu which iMigland’s real 
doiiiand for Otherland's stuff lias an elasticity less than unity {e.g. perhaps if 
her imports aro (rhiefly wheat), a fall in foreign <ieinan<l will expand, and a rise 
contract, tho number of Ihigland’s work]H?oplo engaged in oxjiort industries. 
If J^iigland’s demarul for imports falls off because of diminished ilosire, there 
■'vill bo fewer mon in England’s export trades; iu the reverse ease men’' men. 
If England’s demand falls off because of diininished jiroduetivo efficiency there 
^vill ho fewer men engaged iu those trades, should (It horland’s demand have an 
tdiwticity greater than unity, and more, shoiihl it have an elasticity loss than 
: in tho reverse ease opposite consoqucncos will follow. 
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in § 14, when combined together, yield K ~ R . This 

Vi 

equation has large practical significance. Let us, for the purpose 
of the present argument, suppose that the price level in the 
countries other than the one in which we are primarily interested is 
fixed. This implies that — 1. Hence we have K = R . or 

-- That is to say, if the real ratio of interchange is 


unaltered, the English price level will be unaltered, provided 
that the rate of exchange also is unaltered : should that be 
altered, the English price level will be altered in inverse proper 
tion. Further, if the real ratio of interchange is altered, it is 
impossible for both the rate of exchange and the English price 
level to be unaltered ; but the English price level will be unaltered 
if the rate of exchange is altered in the sa»ne proportion as th(^ 
real ratio of interchange, whereas, if the rate of exchange is 
unaltered, the English jiriee level will be altered in the same pro- 
portion as the real ratio of interchange. Thus, on the assiiinp 
tions here taken, if an influence is introduced, which, left to itsedf, 
would move the real ratio of interchange against a country, thaf 
country’s price level can be prevented from falling if, and only 
if, either (1) a contrary influence is invoked to prevent the real 
ratio of interchange from falling, or (2) the rate of exchange’ 
falls in the same pro])ortion as the real ratio of interchange. Th( 
most obvious way of invoking an influence to prevent the real 
ratio of interchange from falling is for the country affected to 
offer promises for sale abroad, thus causing the foreign dematnl 
for its stuff (including these promises) to rise. Thus during arol 
for a little time after the war the excess purchases of the All! ' 
from the United States were balanced by American lofiris; 
over the period of the Dawes plan German reparation payi ionis 
were similarly offset by American loans. A like effect car- 
produced if the initiating cause of change is a fall in the 
demand for, say, English stuff, and if England happens to 
country which, in the old equilibrium, has been accustomed 
annually to make large investments abroad. The Govemnicnt, 
by forbidding or suitably restricting foreign investment, that is. 
by preventing its citizens from purchasing certain sorts of foreign 
stuff, namely, j>romiscs, can cause the English real demand schedule 
for the sum-total of available foreign stuff to fall ; and, provided 
that the former normal scale of foreign investment was sufficiently 
large, to fall far enough to balance its own or its citizens new 
requirements. There seems no reason why a new equilibriiun 
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attained in that way should not be permanent ; but it obviously 
implies a contraction in the scale of English export industries. The 
same effect on the real ratio of interchange, unaccompanied by 
this last incident, can evidently be produced b}'’ government 
prohibitions against a suiricicntly large category of imports. All 
the above devices were employed by several European Govern- 
ments anxious to maintain their cxchangi^s in the difficult period 
following the war. When an inllucnce lias bciMi introduced that 
turns the real ratio of interchange against a country, and coiKlitions 
are such that this influence cannot be offset by a cancelling 
inlluence, cither the price level or the late of (jxchangc in the 
country must fall in such a way as to mntch th(i fall in the real 
ratio of interchange. Thua, assuming st(M*ling and dollar prices 
to be constant, suppose that the real ratio of interchange, in 
(^onsc(|U(mcc of tlie need for rcjiaration payuu'uts, moves against 
Germany 10 per cent. I'his implies either a 10 per cent, fall 
in the German internal ])rice level ora 10 \h^v cent, fall in the 
sterling value of marks, or a fall of a [mt eeut. in the German price 
level plus a fall of apjiroximately (lo*^^) pev cent, in the mark 
e.xehangc. One or other of these things mud happen. The idea 
that a re|Kiratioii annuity can lie provided ])y Gtu’many out of its 
own resources — we liavc deliberately ruled out fortugn boiT()\\iiig 

without marks becoming either less valuable in terms of sterling, 

nr more valuable in terms of linen {i.e, (b'rman export goods) tlian 
tliov would otherwise liavc been is illusory. One or other of 
these, two ehang(>s is a iiec<essary condition of tlic new equilibrium. 
li the German juice level is maintained, the Gcnhan exchange 
must fall ; if the (German cx< !iauge is uiialtcnal, the German price 
]v\ci must fall. It is in llie power of the German GovaTiimcnt, 
l>y regulating the voliune of its eurreney, to maintain eitlier the 
mark exchange or tlu? mark price level. It is not in its power, 
in th(' absence of foreign borrowing, to maintain both, h'ince in 
llie actual ai rangeincnts for German reparation payments it is 
coiitc!nj)liited tliat the jnark cxebange shall be maintained at 
approxi?nately 20 marks per it is lu eessaiy for tli(‘ Jiew equiii- 
lu’iiim, when reparation annuities euine to bo paid, not out of 
borrowings, but out of Germany’s own resources, tliat the volume 
of German money shall be contracted and (kunian prices in 
terms of marks reduced below what, otlier things being equal, 
they would have l)oen in the absence of reparation payments. 

1 9. In a perfectly frictionless world il would make no difference 
to a country whether a falling off in the foreign denuiiul for its 
stuff, resulting in an adverse movement in the real ratio of inter- 
No. 155. — VOL. XXXIX. 
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change, manifested in the form of a drop in the rate of exchange 
or in that of a drop in the price level. In cither case real incomes 
and real wages (so far as money wages are spent on imports) would 
be diminished ; and in either case some workpeople would have 
to shift away from the export trades into home trades. Similarly, 
it would make no difference whether an increase in a country’s 
demand for foreign stuff to provide reparations, leading, in like 
mamier, to an adverse movement in the real ratio of interchange, 
manifested through a fall in the rate of exchange or tlirough a 
fall in the price level. In this case real wages would fall while 
workpeople were shifted into the export trades. Whether, over 
and above these things, money wages and money prices fell in a 
common proportion would not matter. The actual w^orld, how- 
ever, is not frictionlcss. The real movements, i.c. the fall in 
real w\ages and the shift in the distribution of workpeople, will 
neither of them take place smoothly; and frictional resistances 
to them is bound for a time to produce unemjdoyment. When 
conditions arc such that, besides the real movement, there is 
also a nominal movement — z.r. a fall in money incomes associaliMl 
with a parallel fall in money prices— this movofnent, though it 
would, when conii>Uted, injure no one, will, ncverth(‘Iess, also 
encounter friction. The sum-total of frictional resistance, and 
so of the unemployment that this generates, will, therefore, hv 
pro tanto larger if the new equilibrium has to be reached through 
a fall in the price level tlian if it is reached through a fall in lln’ 
rate of exchange. In any event the frictional resistance on the 
part of wage-earners, whether against a real wage reduction onl} 
or against a real reduction plm a further nominal one, is likeh to 
be more substantial in industries shelterctl from foreign comp/i: 
tion than in industries exposed to it. In so far as this is s 
the wage-earners in the unsheltered industries suffer an ca-**'. 
injury through having to pay “unduly” high prices for ro- 
things and services produced by their sheltered colleagues. H 
the State chooses it can, of course, obviate frictional resistMe.'*'' 
on the part of wage-earners — at all events for a time — by levying 
taxes on j ion -wage -earners and using the proceeds in wage 
subsidies sufficient to prevent cither a real or a nominal fall in rates. 

A. C. ri<K)U 



profits 


Apart from earnings, lioiirs of work and taxation, no economic 
subject makes so din^d- and vital an appeal to the average person 
as the subject of retail prices. And sinc(i a eonsiderablo pro- 
portion of the retail })riec of any commodity passes itito the 
liands of the retailer, and since the retailer is the connecting link 
between tlie economics and domestic wojlds, there is always a 
tendency, wdien prices are discussed, to suggest that tlic cost of 
living is maintained at an unjustifiably high level as a consc- 
(picncc of the margin which the retailer (hunands. 

In respect of food ])riccs, in particular, this view' has, for 
y(*ars, been very pronounced . Various (N )mmissions have inquired 
into the subject, and the result of the last investigation by tlio 
Iloyal Commission on Food Prices ( 1025 ) resulted in the estab- 
lishment of a Foorl Council. On the wliole, oflicial lindings have 
been very contradietory (cf. reports of Linlithgow' Committee), 
and it certainly cannot be said that a satisfactory vcu'dict on the 
retailer has yet been i)assed. The need for some decisive pro- 
nouncement is accentuated })y the fact, announced by the Empire 
iMarkotiiig Board, that farmers and other producers, both at 
home and overseas, are continually asking for some satisfactory 
explanation for the great disparity betweiui wholesale and retail 
prices of their products; while even manufaeturers, who for the 
most part recognise high selling costs as an inevitable and necessary 
feature of modern industry, do nevertheless, in some cases, 
question whether the margin they allow the retailer on their 
branded goods may not be to some extent excessive. 

A satisfactory answer to the whole qiu'stion depends almost 
(‘iitirely u])()u whether the neeessarv statistical and eireiim- 
stantial facts are available. Because of tiie unwillingness of 
traders to disclose the true facts of their businesses, such informa- 
tion, both oflicial and private, is strictly limited ami often 
unreliable. But enough is known, partly as tlu> result of the 
writer's investigations,^ to enable a fairly reliable estimate of the 
range of retail profits to be put foiwvard, and to explain tlio true 
facts of the retailer’s economic position. In the eireiimstanees, 
uiissiateiuents arc bound to occur to some extent, but will do 

* Mainly carried out for Messrs. Cadbury liro^.. Ltd., as a picco of research. 
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no harm if, by arousing criticism, they lead to a fuller and more 
exact understanding of the subject. 


Extent of the Retail Margin of Gross Profit 

The retail margin of gross i)rofit is the proportion of the 
selling price which passes to the retailer for purposes of net 
profit and expenses. It is an index to the cost of retailing, and 
is therefore a matter of first consideration. Tlie popular belief 
is that this margin is 33J l)er cent, or over. This ijrobably 
results from tlie absurdity of those writers and acieountants who 
calculate profits on cost. The great bulk of commodities is 
sold on the basis of a considerably^ narrower margin than 33 J per 
cent. In general, the margins show an extraordinarily wide 
range of variation, extending from 4 per cent, in the case of 
sugar to over 50 per cent, in the case of certain fashion goods. 
Even in rcsj)cct of any one commodity there is considerable 
vai*ial)ility dei)eiiding on the (piantities in wliich the retailer 
buys, and other factors. But generally 8|)eaking fairly constant 
averages exist whicli enable us to group commodities under their 
resistive margins. TJiis has been done in the case of a limited 
number of art ides in the following Table. 


^rAjn.E I 

t(c) denote:? tJiat tlie intirgin is controlled or “ lixed.”] 


Over 33 i per cent. 

Fiisli ion goods (hid ios ’ 
.shoes, expensive mil- 
linery, etc.). 

Expoiisivo flowers and 
fruits. 

Ironmongers’ ccalcs {r). 


20 per cenl , 

Moat. 

Marmalade (r), 
Soap (laundry) (c). 
Hiseuits (r). 
(^garottes (c). 


33 j per cent. 
Jewellery, 
h'urniture. 

Hoots and .slioos (c), 
I'lidorwoar (c). 

Drugs (c). 

Toilet soaps {r). 
Cliocolatos (c). 
No\vsj>apcrs (r). 

Is to 11 per (.ent, 
( 'lieoso (lOiig.). 
riour. 

'Tea. 

Lard. 

Soap (laundry ) (r). 
Hacoii (import,). 


23 i»cr cent. 

i’Tuit and V'egotables. 
Margarine {•:). 

Jam (c). 

Toilet soap. 

Metal polisli. 
Underwear (♦•). 

Hoots and .shoos. 
Wines and sjiirits (v). 

Under 14 i)or cent 


Hacon (l*h»g.)* 
DIu'oso (import .). 
Meat o.S8onco (c). 
(Condensed milk O'). 
Sugar (4 j)or cent.). 


It will be seen that most essential food-stuffs and the less 
expensive grades of most other commodities arc sold on a gross 
margin of 25 per (^cnt. and under. It need scarcely be ])ointe(l 
out that the margin of gross profit frequently affords no indica- 
tion of the absolute cost to the retailer nor the absolute net 
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profits he may make. All that can be said is that a narrow 
margin of gross profit, if associated with stability and efficiency 
of service, is a sociological advantage. 


DETEUMlNlTSia FAfvroiis 

Before entering into the main question as to what the actual 
expenses and net profits of retailers arc, it will be well to consider 
briefly the factors whicli determine the margin of gross profit. 

Buying and Selling Policy . — ^Where the retailer is free to buy 
and sell as ho pleases, the margin of gross profit will partly 
depend on what i^olicy lie adheres to. Although retail prices 
arc ultimately regulated by oompetilion and expenses and effec- 
tive demand, some retailers (including retailing manufacturers) 
specialise in a high ])rice and some in a low price ])olicy. Ihit 
the retail price is only one end of the gross margin. The extent 
is equally determined by the price at which the retailer buys. 
If ho purchiiscs large quantilies for cash, the margin will be 
u idened unless, as is usually the case, hi‘ makes a corres])oiiding 
reduction in the retail ])rico. This is the policy of many of the 
])()pular ‘‘chain” stores wdncli enables them, in s])ite of higher 
ex])enses ])cr cent, turnover, to coni])ete successfully with, and 
even oust, the small individual trader. But such a policy, while 
it stimulates })roduction and confers iKundit on the ])iiblie, results 
in lower prices for the primary produecT, and will bo to his dis- 
advantage unless he can make a corresponding reduction in his 
unit costs. In the case of a great number of commodities, ho\v- 
ever, the individual retailer’s policy is controlled, or partly 
controlled, by advertisement. 

Branding and Adverlising . — As indicated in Table I, com- 
modities may be broadly divided into two classes, the branded 
and the non-brnnded. The former, of course, are usually highly 
advertised and the margins of gross ])roiit are nsuallv fixed or 
controlled. An examination of 1'ahle 1 will sliow' that controlled 
commodities tend to be associated with the wider margins, 
though there arc two interesting exceptions in the 14 per cent, 
group. Where tw'o controlled commodities of the same designa- 
tion appear in different groups (as in the case of toilet soap), 
that in the lower group is specifically advertised, while that in 
the higher is not. Thus advertisement (or rather the partial 
monopoly to which it gives rise) docs not ahvays confer on the 
retailer an extra wide margin of gross profit. Furthermore, 
while the margins of branded goods arc for the most part 
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definitely regulated, there is, in practice, a certain amount of 
freedom, as the following table shows : — 


Table II 


Firm, 

Trade 
Price 
Fixcxl ? 

Re-sale 
I*rico 
Fixed ? 

Rc-salo 
Prico in-, 
sistorl on ? 

Labelled 

with 

Price. 

Cadbury Bros. (ChopolftI os) . 

Yos. 

Y'os. 

As far as 
])ossi))lo. 

ITsually. 

Imperial Tobacco Comi^aiiy . 

Yos. 

Yos. 

Yos. 

No. 

Lotus Shoos 

Yos. 

Yes. 

Yos. 

Yes. 

Wolsoy Underwear 

Lever Bros. : 

No. 

No. 

No. 

No. 

Grocery Soaps . 

Yos. 

Yos. 

No. 

No. 

Chemist’s Linos 

Allen & llanbury (Vatent 

Y es. 

Yos. 

Y'es. 

1 

No. 

Foods) 

Uockitta & Sons (Motal 

Yos. 

Yes. 

Yos. 

j No. 

Polishes) 

Yos. 

; Yos. 

j No. 

No. 

Bovril Ltd. 

Yes. 

1 Yos. 

1 

j As far as 

1 possible. 

No. 

Jaogors Ltd. (Woollens) 

Yos. 

! Y(*s. 

1 Y<w. 

In Rcyno 
(‘asos. 

Manfield & Sons (Boots) 

i Vos. 

I ^'(^S. 

i Yos. 

i Yos. 

“ Daily Nows ” . 

! Yos (lower 
j pri((» for 
j outside of 

1 London). 

1 

. Yos. 

1 

1 \'os. 

! 

1 

1 

1 

1 Y'c's. 

1 


The branding of commodities is ra])idly becoming more 
general even in respect of ordinary food-stniTs, and the geiKMal 
effect will bo to render the individual retailor less and less 
responsible for cither the prices he sells at or for the prices at 
whieli lie buys. 

Joint Sirpphj. — The very narrow margins on certain com 
moditics arc partlj^ rendered possible hy “ joint supply.’’ Some 
what in the same way as in railway transport the higher pri ‘i I 
goods {e.g, tobacco) help to jiay for the bulkier goods of lov, :r 
unit value (c.f/. coal), so, in retailing one commodity with a 
margin (e.g, jam) helps to pay for the retailing in the sjime 
grocer’s shop for a commodity with a lower margin {e.g. butter, 
and especially sugar, on which the net profit is practically uiij 
In the meat trade a very wide margin is associated with expensive 
cuts, while the inferior “ cuts ” are actually sold at a loss, the 
average for all “ cuts ” being about 20 per cent, in a quick cash 
trade. Some things are cheap because others arc expensive. To 
some extent, in retailing the consumers of luxuries benefit tJm 
consumers of necessities. The ubiquitous sale of cigarettes and 
sweets is rendered practicable only because these articles arc 
either sold together or in conjunction with other goods. Joint 
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supply, therefore, even if it does not directly reduce margins, 
may permit of an enormous extension of services for public 
convenience and for the stimulation of sales. ^ 

Cost of lietailing.— 1'aking cost in its widest sense to include 
labour, managerial skill, risk, rent, working capital and rate of 
stock-turnover, it is obvious that some commodities cost more to 
retail than others. Cost is, of course, one of the chief factors 
determining margins of gross profit. Jewellery and furniture 
(33J per cent.) involve higher costs than fish and fruit (25 per 
cent.) ; fish and fruit, higher costs than flour and tea (14 per 
cent.). Amongst branded articles, boots and shoes and under* 
wear cost more to retail than biscuits and cigarettes. 

The following data, rc})resentativc of ordinary shops doing a 
very good trade in central po.sitions in the smaller provincial 
towns, give some idea of the costs involved in the retailing of 
different classes of commodities. 


Table III 


Tfiule and Nos. ol 
Shops Btndipd. 


V.iluii of ' 

I lumt. 

I'rhr. 


Kate of I 
Stock 
Turu« 


over 

per 

aiiiiuin.^i 


i 


Xo. of 
“lines” 
earried. 


,Vv erase 
Xo. of 

p00I»h*. 


V.iUio of 
avofjise 
l*un‘h‘i8e. 


Xo, of Mirss. 

Cus- to B<‘rvo 
tomers Caali 
pi*r Cns- 

wcek. ; tonierS. 
I 


visions (12) | 

£1,7941 

£200 

10 

350 I 

Meat (8) . . ; 

'robacco and Ac- i 

£83 i 

i 

£175 

125 

10 ! 
i 

rcssorios (12) . 

Fruit and Vege- 

£o20' 

£150 

10 

ISO I 

tables (12) . 

£(15 

£125 

SO 

40 i 

I'ish (4) 

£20 

£125 

200 

15 

Millinery (4) 

£200 

£200 

30 

50 ! 

Loots and Acres- '• 





sorios (8) 

£2,905 

£240 

2'5 

150 ! 

t’onfoctionery 

(Cliocolntcs) 




100 

(IG) 

fl73 

' £85 

0 

Newspapers (4) . 
Furniliue and 

£4 

j £0O 

313 

10 

Kurnishings (3) 

£14,070 

£500 


1 25 


3.?. 

2,300 


is. Of/. 

1,500 


l.t. 4d. j 

1,500 j 

1 

Lv. Of/, i 

1,500 

1 

Is. Of/. 1 

1,500 


1 Cut. j 

1 

200 ’ 

10 

12s. j 

240 

0 

10(/. ' 

075 

1 

!(/. 

0,000 


£(J 

120 

30 


llie above data give only a general idea of differences in costs, 
but are vsufficient to show' that to retail some commodities requires 
more labour, capital and responsibility than is required by 
others. One inigJit expect wide margins of gross profit to be 

* It is possible to rop:aril tho narrow margin of figarottos as predatory 

on the confoctionory and other trade margins. . , i i- 

* It should bo noted that this is usiiuUy assoriated with degree of perishability 
(physical or fashion-caused). 
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always associated with high costs. But this is not found to be 
the case. For example, in the cash meat trade, and especially 
in the grocery trade, the margins of gross profit are relatively 
narrow, whereas the real costs are distinctly high. In the con- 
fectionery and newspaper trades, on the other hand, the margins 
are exceptionally wide and the real costs very low. To explain 
these anomalies one has to take into account the additional and 
most important factor of turnover. 

Compeiition and DemanrZ.— The margin of gross profit is 
greatly influenced by the demand for a certain commodity and 
the number of retailers supplying that demand. Effective 
demand divided by the number of shops gives the average shop- 
turnover or sales. If this is very vsmall a wide margin of gross 
profit will be necessary; if considerable, a narrower margin will 
suffice. 

There are approximately 500,000 shops ^ in England and 
Wales, and assuming that, averaged out, every man, w'oman 
and child spends 1 () 5 . per wwk in shops, this gives £02 per week 
as the turnover of the average shop. If this result is approxi- 
mately correct (and it agrees fairly well witli ascertained iigures 
to be given later), then it is obvious that a fairly considerable 
margin of gross profit is necessary with a turnover of tliis 
magnitude. 

The following table shows the averages turnover and IIkj 
number of shops selling different commodities in four of the 
smaller provincial towns in England, tw^o industrial and tvo 
non-industrial. 

The information in this table helps to explain the a])j)arent 
anomalies referred to in connection with meat and groceries, aud 
confectioncry’^ and newspapers. In the case of the former hot! 
the minimum and average turnovers are relatively high, whercr ^ 
in the case of the latter they arc relatively low. 

But while the margin of gross profit on any commodity or 
group of commodities is influenced by the number of comi)etitiv<‘ 
retailers, the number of coni})ctitivo retailers is also influenced 
by the margin of gross profit. Is, for example, the margin of 
gross profit in the confectionery trade wide because the 3 lio]>s 
are so numerous, or arc the shops numerous because the margin 
is so wide ? In any economic question, to distinguish between 
cause and effect is often extremely difficult, and this is particularly 
true in regard to retailing. Pcrliaps a sound view to take is 
that most small shops are “ marginal {i.e. just earn a living 

’ ntrofdt stnlls ftiwl burrow.';. 
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Table IV 


Trade and Margin 
of Gross Profit. 

Number of 
Shops (per 
200,000 re- 
sidents and 
200,000 oc 
casional 
visiting 
customers). 

Average Turn- 
over per shop 
per week, and 
range for 
all Shops. 

Total 
Effective 
Demand 
jior week. 

Number of 
Shops per 
£10,000 
Effective 
Demand 
per week. 

Gronery and Provi- 
sions, 15%. 

380 

£90 

(£.50 to £400) 
30 shops 

£34,200 

Ill 

Confectionery (Sweets 
and Chocs.), 30%. 

250 

£20 

(£15 to £40) 

40 shops 

£5,1 20 

500 

Pniit and Vegetables, 

or.!)/ 

/O* 

240 

i 

£40 

(£25 to £100) 
14 shops 

£9,000 

250 

Moat, 20%, 

210 j 

£100 

(£70 to £250) 
20 shops 

£21,000 

100 

1 

'J’oi)aoco and Accos- 
rtorios, 20%. 

1;.)2 

£30 

(£25 to £85) 
18 sliops 

£5,700 

333 

Jioots and Accessories, 
25%. 

130 

£90 

(£G0 to £250) 

1 14 shops 

£12,240 

i 

111 

Millinery (iiioxponsivo), 
25%.' 

80 

£80 

(£00 to £300) 
14 shops 

£8,000 

100 

Fish, 25%. 

00 

£70 

(£50 to £150) 

8 shops 

£4,200 

143 

Fiimituro an<l Furnish- 
ings, 33%. 

40 

£150 

(£100 to £i,ooo; 
5 8hoj)s 

£0,000 

\ 

07 

1 


wage) and that margin of gross profit and rate of turnover must 
be to some extent a funetion of this condition. 

Relation of Expenses to Turnover , — ^Within certain limits, and 
under normal conditions, the retailor's ex))cnses do not increase 
pro rata with turnover or sales. Tliis fact has, or sliould liave, 
a very important influence on the margin of gross profit, for it 
renders possible the making of large net profits by selling at 
reduced prices, assuming, as we usually can, that there is always 
a measure of unsatisfied demand for most commodities. Even 
if there is not, price reduction on this ])rinciple attracts customers 
from competing businesses, and tends to eliminate businesses 
which are run extravagantly. 

An interesting example of the relation of expenses to turn- 
over is afforded »by the following figures referring to the con- 
fectionery trade. 
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Table V 



Average 

Largo 

Average 


Ueiail 

Retail 

Wholesale 


Business. 

Business. 

Business. 

Annual Turnover .... 

£1,.300 

£20,000 

£32,000 

Average Margin of Gross Profit 

30% 

190 / 

/o 

10% 

Gross Profit .... 

£390 

£3,120 

£3,200 

Expenses ..... 

£100 

£1,710 

£1,800 

Expenses per cent. Tuniover . 

12*3% 

0-0% 

5*6% 

Not Profit ..... 

£2.30 

£1,410 

£1,400 

Net Profit per rent. Turnover 

n-7% 

5-4% 

4-4% 


But the principle of large turnover and small margins only 
holds within limits. As businesses become very large with heavy 
overhead ex])enses, the expense margin per cent, turnover tends 
to increase. This is clearly shown by the figures of profits and 
expenses to follow*. But this does not lessen the importance of 
the principle. It merely indicates that the study of expenses 
per cent, turnover in the dynamic sense is one of extreme 
importance. 


Retail Net Profits and Expenses 

We now' come to the more lively question as to what the 
retailer actually makes. In approaching this subject it is essen- 
tial to realise that variation amongst businesses is enormous. 
How, for example, are w'c to give a true impression of the profits 
earned in a system w'hich contains at one extreinc the tiny house- 
shop of the slums, taking, pcrliaps, only £150 per annum, and 
at the otJicr extreme the huge joint-stock departmental sIod 
with a corresponding turnover of £5,000,000 to £10,000,00“ i 
Some system of grouping is obviously necessary, and the follow i.'U, 
has been found to bo convenient for j)uq)oses of a broad n v- 
sideration of the subject : — (1) ordinary shops doing a very goo(i 
trade in central positions; (2) ordinary shops doing a sniijdc*; 
trade in quieter positions; (3) house shops ’’ in poor distvj^us, 
and (4) large organisations, namely, “ chain shops,” departmental 
stores and Co-operative Societies, It should bo noted that (-) 
and (3) are more numerous than (1) and (4). 

In addition to grouping, there is the question of samples on 
which to base averages. The information must be truthful and 
adequate in quantity, and must also be of the right character. 
These conditions arc not easy to satisfy, either in an official or 
a private inquiry. The procedure followed *for securing the 
information in this paper was private in character and consistcc 
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(1) in visiting different classes of shops in different towns and 
obtaining by various methods information as to turnover, margins 
of profit, expenses, etc. ; and (2) in visiting wliolcsalers, manu- 
facturers, bank managers, etc. with a view to confirming or 
otherwise and supplementing tlic information obtained under (1). 
Altogether a total of approximately :}()() shops were visited on 
several occasions in six of the smaller industrial and non-industrial 
towns, and a considerable and additional number of shops and 
firms were also called upon in London. The number of shops 
from which definite and reliable statistical information could be 
obtained was, of course, small, thougJi larger than was expected. 
As regards turnover only, the number of shops supplying informa- 
tion on this point is given in Table IV, and as regards turnover, 
])rofits and expenses, the numbers of shops are recorded in 
Tables VI and VI I and by the subsecpient figures relating to 
extremely large and extremely small organisations. 

From a statistical 2 )oint of view the number of shops supply- 
ing definite figures is admittedly small. But it should be borne 
in mind that all shops supplied information to some extent, and 
this ]3roved in many cases exceedingly useful and quite valid 
for purposes of generalisation. ^ 

In Table VI it will be seen that ordinary shops doing a very 
good trade in central positions yield net profits ranging between 
£300 and £3,000, while the not profit ])er cent, turnover ranges 
b(*tween 5 and 16. In every (^ase oxcc 2 )t one (confectionery) the 
expenses per cent, turnover arc greater, usually very much 
greater, than the corresponding net profit })ercentagc. 

It is necessary, however, fully to realise tliat there is great 
variation in turnover and in prolil between sliops of similar 
])hysical capacity. The writer is familiar, for example, with a 
fish sliop in a suburban residential district of London which 
yields a net profit of £700 per annum (cf. Tabic VI) after paying 

* As nil illustration of this, and of tlio hind of iiietliod soinolinios necessary, 
the following investigational oxporieiieo may ho quoted. Tn studying the smaller 
shops of a West-country town, the writer found a useful ally in the \)erson of a 
wholesale tobacconist and confectioner whoso principal customers were the small 
sliopkeepors of the neighbouring villages, most of whom had outstanding accounts. 
A round journey was made by motor-car with one of the wholesaler’s travellers, 
and all of those small customers were eallod upon and, by a prearranged method, 
satisfactorily intorrogate<l. Although no exact figures were obtained (partly for 
the reason that in most coses no reliable roconls existed), yet a large amount of 
dependable information was socuro<l reganling the earnings and economic position 

the small shopkeepers in this particular region. Even in the ease of largo 
businesses there are ways of arriving at an (\stimalo of the profits by indinxit 
means, thougb, of course, from every of vic'W, this is not as satisfactory as 
the voluntary disclosure of recorded figures. 
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Table VI 

Representative Retailing Results of Ordinary Shops doing a Very 
Good Trade in Central Positions in Four of the Smaller 
Provincial Toxvns. 




Aver. 

Margin 



Ex- 


Net. 

Trade and Niinibor 

Annual 

of 

Oro.ss 

Ex- 

ponses 

o/ 

Net 

Profit. 

of Shops studied. 

over. 

Profit 

Profit. 

pensos. 

Turn- 

Profit. 

/O 

J urn- 



% 



over. 


over. 



Sales. 






Fish (4) 

£.">,824 

25% 

£1,4.59 

£000 

17% 

£400 


Meat (8) 

Fruit and Vego- 

£10,400 

20V<, 

£2,080 

£1,51)0 

15% 

£520 

5‘;„ 

tables (12) 
Millinery (inexpen- 

£5,240 

2.".?.', 

£i,:iio 

£874 

M-:;, 
11".', j 

£4.30 

£1,092 

U(l ' 

sive) (4) . 

Grocery and Pro- 

£7,800 

/O 

£1,950 1 

£858 

0% 

£1,070 


VLsions (12) 
Confectionery 

£17,940 

/«) 

1 

£2,(;91 

£1,015 




(Sweet a and 
Chocs.) (10) 

£1,500 


£4(i8 

£219 

It".. 

£249 

10% 

Tobacco and Acoea- 







sorie.s (12) 

Boots and Acres- 

£5,200 

20% 1 

£1,040! 

£572 

* ^ yO 

£408 

»j 

.series (8) . 
Furniture and Fur- 

£7,488 1 

28% 

£2,09G 

£1,12.4 

1 r.O' 

£973 
! £3,741 

EP., 

1 

nishings (3) 

£37,440 

33% 

1 

£12,480 

£8,7:i(i 

1 

1 2lP’'> 


1 

! 


N.I3. — Ni‘t Profifr^ inrludo oarniiigs of fx rHoiiul inaMJiKcmf'iil . 


Table VH 

Smaller Shojjs doing a Qniel Trade. 


Trade and NurnbcT 
of Shops studied. 


Aver, j 

. , Margin | 

Annual j 

^ GrosH ; 

"VCT. rrofit 1 

Of 

/O 

1 Sales, 


dross 10 X- 

I’rolit. 1 yjoiis(‘s. 


Kx- 

I)c.‘n8es 

' 

rr. 

rurn- 

over. 


Net. 

Pr(dit. 


K«’i 
Pr >i;i 

Turn 

O'. M - 


Moat (0) 

1 £2,800 

1 22?f, 

1 £010 

1 £291 

1 10% 

1 £.325 

1 

Grocery (10) . | 

£3, 500 

! 10% 

£500 

£280 

' «% 

£280 

j 

Fruit and Vego- 
tables (8) . . | 

£2,500 

25% 

1 £025 

j £250 

10% 

£375 

1 l'7*,b 

Boots and Acces- 
sorio.s (0) . 

1 £3,750 

27% 

j £1,01.3 

1 £323 

9% 

£090 

j IH'Io 


N.Ii. — Not Profits include oamings of personal managomont. 


for the salary of a manager, and another in a “ working 
district yielding a Kiinilar income. There is nothing very reniarl^ 
able about these establishmcntf. beyond the foot that they do . 
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big trade — the result of position (in relation to population) and 
management. 

Table VII referring to smaller shops doing a quieter trade 
shows net profits ranging between £280 and £690, with the net 
profit per cent, turnover varying from 8 to 18. In these shops 
a largo proportion of the work is done by the proprietor himself. 

The next set of figures (Table VIII) relate to shops much 
smaller than those referred to above and situated in the poorest 
districts of small industrial and non-industrial towns. 


Table Vlit 

“ House-lihops,’^' cU\ in the Poorest Disiricls, 


! 

Sample A. 

8am])le U. 

Sample C. 

Annual Turnover .... 

£1,:500 

£800 

£156 

Average Margin of Cross rrufit 
(Jro.sa Profit 

25% 

20% 

20% 

£325 

£160 

£31 

r^xpeziBOS ..... 

I’xponsfts % Turnover . 

£42 

1 £35 

£23 


4-4o;, 

14-8% 

Xet Profit 

£283 

£125 

£8 

Not Profit % Turr.ovor . 

22% 

1 15‘6% 

5-2% 


Nearly 20 ])er cent, of the sho])s in a small industrial town 
investigated and over o per cent, of the shops in a country town 
are of this tyj)e. They «ro essentially seini-domestie economies, 
usually run by the v.ife, tlie husband working out or drawing 
unemployment benefit. 

Wc next conic to a dilTercnt side of retailing, namely, the 
large organisations which fall into three groups : the Depart- 
mental Stores, Multiple or “ chain ” shops, and Co-operative 
Societies. 

The following figures represent average c’ost percentages on 
total sales for London, Suburban and Proviiudal Departmental 
Stores, as supplu'cl by the Incorjxuatcd Association of Kctail 
Distributors. 


Half, 
year 
omiing 
Fob. 1. 

Toh\\ 

Sales. 

Salaries, i 

i 

and 1 
Bonusos. 1 

' .\dvvrt. j 
and 

I'riuliiig. 1 

1 

i Uoiit, 
Kales j 
and 1 
Taxes, i 

! 

1 'rraiis- 
])ort and j 
1 l*osiago. I 

1 

l)(*prec., 

RojUiirs, 

oto. 

1 Total 
Ex- 
peiisos. 

1014 

1022 

100 

240-3 

O' 

/O 

0-5 

9*72 

O' 

o 

1-36 

316 

O' 

2-06 

1-43 

% i 

1*6 

1-73 

% ' 
0-80 
0-04 

18- 67 

19- 31 


The average w^orking margin of gross profit for Departmental 
Stores is 25 per cent. 

Now, to take a concrete case, one of the largest and highest 
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class Departmental Stores in London had an annual turnover of 
£6,141,995 in 1925. Assuming the total expenses to have been 
20 per cent., the net profit would have been £307,100. 

The turnover in 1924 of a high-class but very much smaller 
establishment in a West-country town selling mainly women’s 
clothes was £170,000. Again taking a 5 per cent, profit basis, 
the actual net profit would have been £8,500. As a matter of 
fact the gross margin on women’s clothes is considerably above 
25 per cent., therefore it is probable that £8,500 net profit is an 
under-estimation . 

It will bo of interest to observe here that in most of the largo 
drapery establisliments the most ])rolital)lc department is 
millinery, 'rhe rate of stock turnover in inexpensive millinery 
is often remarkable, bcMiig sometimes as high as 65. In one 
small industrial town there is a millinery dej)artment which sells 
800 hats j)cr week at 5^. j)er hat and mak(\s a net profit of over 
£1,000 per annum; but this, of course, is rather exceptional. 

The next group to be considered is that of MuItipU^ or “ chain ” 
shops. The following figures will be of int('re.st. 


Average liesvlts of itco Multiple t^hop (\)m panics. 


Trade. 


Cheap Grocery and 
ProvisioiiH 
Cheap Meat 
(private com- 
pany) 


Averaji 

.. , I Turnover ! Averajjo 1 Tt)! al net Total ii(‘t 

xNuiiibor I pj.j, , I I'rolit Profit 

, i Uraneh of Gross | por I'otal 

Ijrancncs. i . profit, aiiiiutn. 'I’urnover. 

anniiin. 

i 

2:j% ; i:58r),()oo 

i 

20% I £28,000 i';:. 


750 ; £ 15,000 j 

1 i 

()5 I £ 11,000 j 


In the case of a po])ular chain of ‘‘ bazaar ” sliojis sellip;.; 
great variety of artickjs, a single branch in a busj town ot 
60,000 inhabitants, and liaving a wide selling radius, may toLc 
£2,000 per week or £104,000 jkt annum, and, working on a IhJ 
cent, basis, yield a net profit of £10,000 per annum. This would 
be an exce 2 >tionally busy branch ; many would not yield a nuai ftr 
of this income. But the case is interesting in a general survey 
of retail profits. It is hardly necessary to point out that the 
profits derived from departmental and multiple shop trading have 
normally to lx; divided among.st a large number of .shareholders. 

We now turn to the last group - the Co-operative Societies. 
Co-oi)erativc trading is subject to the same economic forces as 
so-called competitive tradingi the only essential difference being 
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one of ownership.^ The total sales of Co-operative Societies in 
England and Wales in 1923 was approximately £130,000,000 of 
wliich £10,938,227 was expended on wages and salaries. Co- 
operative Societies therefore handle about one-twelfth of the 
total retail trade of the country. In provincial towns with a 
purchasing public of 60,000 the net sales (or turnover) may 
amount to £»500,000 per annum. This will include the turnover 
of one or more “ branches.” Tlie margin of gross profit varies 
between 22 per cent, and 25 per cent., the expenses betw'een 
12 per cent, and 14 per cent., and the net profit or surplus (free 
of income tax) between 10 per cent, and 11 per cent., of which 
the major portion is distributed as divirlcnds amongst the members 
at the rate of about 26*. in the £ purchase. The annual surplus 
in a medium-sized provincial town may easily he £50,000, 

DisciTSSiON OF Retail Profits and Expenses 

'Die foregoing figures indicate that the most usual net profit 
in retailing is £300 to £500 ])er annum. O'his profit is made 
under highly eompelitive conditions and does not a])])ear to be 
an excessive reward uhere the services rendered are eflicient, 
necessary and honest. Tlie reward of the average retailer is often 
compared witli that of the average farmer. A farmer of 300 
acres does w'cll if he clears, on an average, £500 a year. It is 
often cited as being unfair that a trailesman can earn the same 
amount with much less capital, knowledge and risk. ISuch com- 
parisons, however, arc often too hastily drawn. Real sacrifices 
and real satisfactions need to be compared, and this cannot be 
clone in terms of money. In many forms of retailing great 
elTort and skill and long ho\irs of work are necessitated. At the 
same time, it is a fact that as regards price policy, the retailer is 
in a more powerful position than tlie 2 )rimary i)roducer. 

The difference as regards jmotit and turnover between shops 
of a similar capacity and kind is due to (a) management and (6) 
location. Either one or both may be the determining factor. 

Profits are naturally much higher in large businesses because 
of the greater turnover. The margin of gross profit is frequently 
the same in both large and small, but the margin of net jmofit 
tends to decrease, and tlio margin of e.\ 2 )enses to increase as 
businesses get larger. 

C^o-oj)crative Stores and Departmental Stores arc to some 
extent comjjarable. The margin of gross iirolit is mucli the 
same in both, but the margin of cxiionses is less in the ease of 

* It should be noted that these businesses involve the investment of the 
i»embers* capital and are essentially “ capitalistic.” 
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the former because of lower overhead charges (absence of high 
rent, advertising, credit, delivery, exclusiveness, variety and — 
in some commodities — good quaUty). 

Responsibilities of the Consumer 

In discussing retailing, the distinction between the supply of 
goods and the supply of services is not always adequately 
emphasised. Retailing as a productive activity is essentially 
the supply of services. It would not be difficult to secure a 
5 per cent, reduction in retail prices if the general public were 
willing to forego some of the services at present demanded or 
comi)lacently accepted. Some of these have been mentioned 
above. A very important question is the number of shops. A 
reduction in service from this point of view is possible owing to 
the fact that many shops arc redundant.^ But curtailment would 
be accompanied by some loss in public convenience. 

The main argument against the reduction of services 
advertising, multiplicity of lines, ’’ number of shops, etc.— is 
psychological. Is it not true that the desire to produce and 
earn is stimulated by the widespread display of attractive com- 
modities ? Does not tins display tend, in the long run, to 
improve the standard of living ? 

But without any radical alteration in the present system 
the consumer could do much to rentier retailing more efficient. 
A general effort to avoid “ rush hours ” and so spread the woih 
of retailing more evenly over the day and the week would have 
highly beneficial results. Jieduction in the demand for credit 
and some increase in the size of purchases would be distinct!)' 
beneficial. A more rational attitude towards prices and pri-o 
alterations is also needed. The lure of lljti., the wdllingnoss to 
pay two different jiriccs for exactly the same article, liic 
unwillingness to respond to price reductions designed to produ':( 
a big turnover, are characteristic of largo numbers of consumer.;, 
many of whom are insufficiently informed as to the true relal ioii 
between price and value. 

One-quarter of the price which the consumer pays goes to 
the retailer. It seems a large slice, but under existing circum- 
stances appears to be necessary. 

W. R. DuNLor 

(As in the case of a previous paper (Economic Journal, 
September 1925), the writer is indebted to Mr. E. W. Lawe, M.A. 
(Cantab.) for valuable criticisms and suggestions.) 

^ Some statistics collected by the writer on this point will shortly Ijc appearing 
in The EcorvmieU 



EMPIilE FREE TRADED 


WiiAT is to be said for the ideal of converting the British 
Empire into a single fiscal unit with a tariiT against foreign 
imports, complete Free Trade within its borders ? And is there 
any prospect that such a plan might in the measurable future 
become a practical possibility ? At first sight, the ideal, while 
certainly difficult of attainment, would seem to be worth pursuing, 
for it has elements which may well appeal to oven an ardent free 
trader. It would create a vast free-trade area embracing a 
cpmrter of the world’s population and one-fifth of its territory — 
an area four times as large as either Europe or the United States. 
In thaso days of excessive economic nationalism, Europe’s net- 
work of tariffs is properly regarded as one major cause of her 
distress ; conversely, internal freedom of commerce is a funda- 
mental factor in the relative prosperity of the United States; 
and from this contrast alone the notion of the British Empire as a 
commercial unit is an alluring one. 

Difficulties at once suggest themselves. The plan involves 
the sweeping away of tariff walls within tlie Empire, and (except 
in the case of Canada) it is obvioiw that this ])artial demolition of 
protection must expose manufacturers in the Overseas Empire 
to competition from the quarter against which their protective 
tariffs have hitherto been chiefly directed, viz., the Mother 
Country. The strength of protectionist sentiment in the overseas 
Empire clearly renders such a development improbable. On 
the other hand, the plan requires tliat Britain herself should 
imj)oso a tariff on imports from beyond the Empire ; of necessity 
this must fall upon foodstuffs and agricultural raw materials; 
and it is needless to remark upon the political obstacles to this. 
Yet the prospects of success are not so remote as to deprive the 
subject of all interest. In the Dominions that have had most 
experience of high protective tariffs there is evidence of a reaction ; 
and this is notably the case where farmers have become politically 
active. In Canada, for instance, the immediate post-war period 
saw a widespread demand for complete Free Trade between 
Canada and Great Britain within five years, and recent reports 

^ Extracted, largely, from a thesiB, “Preferential TarilTs in tlie British 
approved by the University of London for degree of Ph.D. 

No. 155, — VOL. XXXIX. cc 
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from Washington have again turned attention to this promising 
form of fiscal retaliation. In Australia, too, a recent writer on 
tariffs finds ample proof of a reaction against Protection, and 
believes that a pleasant surprise is in store for the government 
courageous enough to reduce tariffs.^ Britain’s adherence to 
Free Trade is still firm, but withal it lias in recent years visibly 
weakened at several points ; and a turn of the wheel of political 
fortune may even in this generation show that her traditional 
fiscal policy has a precarious hold on life. With a Labour Govern- 
ment somewhat vaguely committed to the bulk purchase of 
imported foodstuffs (often rendered to electors as ‘‘ purchase 
fro7n the Dominions ”), j^iromising stability of agricultural prices 
by control of imports, and led by men who arc often eager to 
outbid their opponents in the fervour of their iinjicrialism, it is 
evident that the principles of Protection may gain substantial 
victory while its historic champions in British politics rest on the 
Oi)position benches. Thus Protection may triumph in Britain; 
•the Dominions may move towards Free Trade as sound econo!ni(! 
doctrines inform their legislators, or at any rate as farmers gain 
political power; and, it is suggested, the cumulative effect of 
economic interest and imperialist sentimeut may lead to inter- 
imperial Free Trade. Our history already provides an illustration 
of the dramatic suddenness with which fiscal jiolicy may be reversecl 
by an almost fortuitous coincidence of economic, political, and 
personal factors. There is at least a 2)rim4 facie case to (‘.onsulcr. 
We turn, then, to impure into the probable effects on Great 
Britain and the overseas Empire resjiectively of a scheme of 
Imperial Free Trade. 

Great Britain, as a manufacturing and ex])orting countr\ , 
would in some directions certainly ])rofit by Imperial Free Trad 
Her producers already enjoy a limited tariff preference ov c 
foreign competitors in some parts of the Empire. But the willin',; 
ness of the self-governing Dominions to confer this boon upon du' 
Mother Country lias been accompanied by reluctance to grant 
equality of opportunity with their local manufacturers. lmf)oriaI 
Free Trade would confer this equality, would increase the British 
preferential advantage over foreign competitors, and w'ouUl for 
the first time establish preference in hitherto open-door colonial 
areas. Against these considerations, however, must bo set certain 
losses to Great Britain. At present some sixty j)er cent, of her 
imports are drawn from foreign sources, and a differential t.ax on 
these to benefit Empire producers would mean a heavy sacrifice. 

^ F. 0. Bonham, TAe Prosperity of Australia, p. 229. 
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Falling largely upon foodstuffs and raw materials, such a tax must 
raise production costs and tend to embarrass exports, more than 
half of which now go to non-British markets. Moreover, the 
anti-foreign tax would divert supplies, at a lower price, to com- 
petitors of the British manufacturer. And the differential 
treatment accorded by Great Britain to imports would be likely 
to lead to retaliation and the partial lo>ss of most-favoured-nation 
treatment. 

So far as Great Britain is concerned, then, the economic 
consequences of Imperial Free Trade, combined with a tariff on 
foreign imports, would be by no means wholly favourable. 
Whether on a balance the gain would outweigh the loss cannot be 
judged in advance. To take an illustration from Pigou, there 
would be a net gain to Britain if she were granted a substantial 
])rcforciice in, or immunity from, protective duties, in imperial 
markets in return for her imposing a tax of a farthing per ton on 
ostrich feathers.^ The answer, that is, must depend upon the 
detailed character of the bargain between Britain and the overseas 
Empire. But there is no reason to doubt that a reciprocal 
arrangement could be made wliieh would materially profit Britain. 

The issue may next bo examined from the viewqioint of the 
overseas Em])ire. This separate ap])roach is not. however, to 
suggest that the factors already considered would not react also 
upon the colonies and Dominions. Great Britain is their principal 
market, and then, as now, any change in her economic condition 
would be reflected in the lands which rely so largely upon her 
piirehasing-pow'cr. Likewise the diverting of foreign supplies to 
neutral markets would directly affect producers in the Empire. 
And the enhanced prices secured in Britain would be accompanied, 
as the war-period well revealed, by higher prices to colonial 
corisumors. Subject to tlieso important qualifications, it can 
safely be r,ai(l that the substitution of Imperial Free Trade for the 
present order 'would represent for the people of the British 
dominions a clear advantage. 

What are now small units, vainly striving after self-sufficiency, 
and fostering industries under hothouse conditions, would become 
parts of a great Free Trade area. To consumers, the free flow of 
mainly British manufactured goods woukl be a clear gain. Their 
producers would reap a profit from tho differential British tarifi 
against foreign competitors. It is true that with Imperial 
ireo Trade tJie Dominions would tend to specialise on the 
production of foodstuffs and raw' materials and to depend, to an 

* “ Protective and Preferential Import Duties," p. 88. 

C02 
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even greater extent than now, upon imported manufactures; 
though the development of local manufacture would be by no 
means so impossible as is commonly pictured. The wide extension 
of British im2)erial preference, too, would attract to British 
territory (notably to Canada) some manufacturing processes for 
the purpose of qualifying for tariff rebates. Yet even if it bo 
conceded that the industrialisation of these countries would bo 
retarded by Imperial Free Trade, the assertion that this would 
mean an inferior status and a blighted destiny is not one 
that is capable of rational proof. 

A more substantial objection is that the formation of an 
imperial customs union would impair the fiscal and political 
autonomy of the constituent i 3 arts of the Empire. There is no 
doubt that in the inteiqu-ctation of some advocates of a British 
Zollverein or of preferential tariffs this fate would be inevitable ; 
and indeed for such persons the destruction of local autonomy 
and the more efficient organisation of Empire on a more or 
less military basis are the very objects sought. On the other 
hand an imperial customs union, voluntarily entered upon and 
terminable at will, is an arrangement different in degree but not 
in kind from a trade convention between sovereign states. In 
either case the j^urties’ immediate freedom is curtailed for a 
presumed greater advantage. 

It is necessary in tliis connection to notice the belief, inherent 
in almost every popular defence of 2)rotective tariffs, that complete 
freedom of trade Jiiust lead to an equalisation of wages or at any 
rate of standards of life throughout the Free Trade area. This Is 
an issue of some theoretical and much i)ractical interest in t!n' 
British Empire ; and it is a problem on which economic theory 
can throw light. Is it not obvious, to take a specific case, llnit 
the exclusion of Hindu labourers from White Australia, b^NJ usc 
of their low standard of life, is a futile proceeding if the products 
of this cheap labour arc to bo freely admitted to compete with the 
products of Australian workmen ? “ It seems as j)lain as a 

X>ikestaff to the average person,’’ writes Professor Taussig, 
the average employer no less than to the average workman - 
that the country in which money wages are low can undersell the 
country paying high money Avages ; and that if the two com])oio 
without restriction, wages must become the same in both.” And 
yet, Taussig further observes, there is no such tendency to equalisa- 
tion; the two countries may trade, to their mutual advantage, 
with the permanent maintenance of the divergences in wages , 
and likewise, differences in commodity-incomos or standards o 
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life may persist under complete freedom of trade. These 
theoretical conclusions are verified by actual experience, and 
indeed the first example cited by Taussig is directly relevant to 
the problem of British Imperial Free Trade : between Great 
Britain and India, for several generations, on a great scale, with 
rapid and cheap transportation, there was complete Free Trade, 
and yet striking differences persisted in real and money wages. ^ 

The reasoning in the last paragraph, it is vital to remark, 
rests upon the assumption that the people with an inferior 
standard remain in their own country. If Free Trade were accom- 
panied by free movement of persons, the tendency towards a 
common standard would be undeniable. This assumed immo- 
bility is of the highest practical importance in the present context. 
It is not sufficient either to retort that complete mobility (with or 
without freedom of trade) w^ould equalise economic standards, 
or to deny that discussion of British Imperial Free Trade touches 
the difficult problem of human migration. The two issues are in 
fact intimately connected. The fiscal plan \inder review requires 
that India should confer preference upon British imports — upon 
imports, that is, from countries which either exclude lier people 
or subject them to severe disabilities. It is hardly conceivable 
that tliese British communities would consider the relaxation of 
their Asiatic-exclusion law's : indeed there is probably no ex- 
aggeration in the statement by the Prime Minister of the most 
intensely British dominion that the issue is one on wdiich his people 
would be prepared to fight against the British flag.- Nor is it in 
the least degree likely that, while the ban remains, Indian opinion 
would tolerate preference. A recent pronouncement in point 
occurs in the report of the Indian Fiscal Commission (1921-22). 
The majority advised against any general system of imperial 
preference, but suggested that at some later date the Tariff Board 
and the Indian Legislative Assembly might grant certain limited 
l)references ; with regard to these, the commission recommended 
that any prefereneas to the United Kingdom be granted as a free 
gift, while in the case of other parts of the Empire preference 
should bo granted only by agreements mutually advantageous. 
That would seem a sufficiently cautious attitude, especially with 
regard to other parts.” Yet the recommendation drew a 
protest from a more strongly Indian minority : “ ^\’^e cannot agree 
to any trade agreements being entered into with any dominion 

<k 

^ ‘‘ International Trade,” pp. 38, 39, 

® Sir Joseph Ward, New Zealand Prime Minister at Melbourne, 6th Febniarj^ 
1907— cited by Jehb, “The Imperial Conference,” Vol. 11, ]j. 42. 
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which discriminates against the people of this country.” ^ Apart 
from this aspect, Indian opposition to imperial preference is 
virtually unanimous. And if India bo excluded, the impressive 
calculations of the vast resources awaiting the British imperial 
Zollverein must be revised out of all recognition. 

However, ignoring again the practical difficulties, what is to be 
said of the scheme from the viewpoint of the non-British world ? 
It is by this inquiry that we are led to the most valid objections 
to the ideal of inter-Imi^erial Free Trade. For in common with 
all plans for preference to Empire products — in customs tariffs, 
government contracts, private purchases — this at once draws its 
main strength from, and encourages, the belief that the British 
Empire should seek to attain economic self-sufficiency; com- 
mercial contact between its citizens and foreigners should bo 
reduced to a minimum ; the undeveloped resources of the 
Empire should to a great degree be monopolised for Britisli 
interests. This ideal of imperial self-sufficiency makes a strong 
appeal in these days when fears and j^assions engendered by tlu^ 
War have a far greater influence than we ever imagine. It is 
easy to show that such an ideal is physically impossible of 
realisation. 2 But it is njore important to insist that, even to tbo 
extent that it can be achieved, it is to be condemned. The 
interests of world peace demand that we should look in the 
direction opposite to that represented by the economic self- 
sufficiency of any national or imperial unit. Between the ideal 
underlying the League of Nations and that wdiich prompts us 
to .strive towards an economically self-contained Empire, then’ 
is a fundamental conflict. Incidentally, it is worth observing 
that, even from the viewpoint of national security in wartime, it 
is futile to seek imperial self-sufficiency. Current argum^uits 
based upon the fear of isolation, to the extent that they are valid 
establish the case for national self-sufficiency; they are not to 
be reconciled with Free Trade within the Empire, nor with any 
limited scheme of preference calculated to increase Britain’s 
dependence upon distant sources of sujjply. But our main point 
here is that the ideal of imperial self-sufficiency must make for 
international ill-will, and for this reason wo may look askanc e OJ' 
schemes which give expression to such an ideal. 

Having conceded so much, however, we must remind ourselves 
that in some aspects British Imperial Free Trade would be no 
1 Cmd. 1704, p. lUS. * 

* e.g. Final reports of Dominions Koyal Coinmiasion (Cd, 8402), p. 72, 
of Balfour of Burleigh Cojiunitteo (Cel. 0035), p. 27, Hating minerals. nen* 
existent in the British lOrnpire. 
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more objectionable than the imperfect conditions which already 
exist. To-day, foreign commerce is confronted by differential 
customs-tariffs in all of the British Dominions, in more than half 
of the colonies, and to a slight extent in India and Great Britain. 
On the whole, this discrimination within the Empire has not been 
regarded by foreign states as a proper subject of complaint.^ 
The adoption of complete Free Trade within the British Empire, 
accompanied by a tariff against non-British imports, would bring 
our Empire into lino with the fiscal policy adopted by other 
colonising Powers under the title of ‘‘ tariff-assimilation.” Alto- 
gether, it may well bo held that such a i)lan would not sensibly 
increase the sources of friction so far as foreign countries are 
concerned. 

The conclusion suggested u]) to this point is that Imperial 
Free Trade promises to c;onfer economic advantages ui)on the 
Overseas Empire, unalloyed by any serious economic or political 
injury ; that it would probably also, on a balance, benefit Great 
Britain ; that it need not deserve comh^mnatioii from the view- 
point of the world at large ; and that altogether it is, wliile difiicult 
of attainment, an attractive proposition. 

This conclusion, it may seem incongruous to observe, is born 
of a desire to see Free 'Trade extended as widely and as speedily 
as possible. Perhaps to an undue extent it is coloured by the 
writer’s residence until the other day in a tariff-protected Dominion 
which seems to have little chance of escape from its shackles except 
through Imperial Free Trade. But in any case, our experience 
of tariff preferences within the Empire suggests one corollary to 
Imperial Free Trade that is of the highest practical importance : 
no such scheme should be so rigid as to exclude the possibility of 
reciprocal or other concessions to foreign countries. Otherwise, 
there would be a real danger lest an immediate a]>])roach to freer 
trade would be bouglit at the expense, not meri*ly of certain new 
tariffs, but of the perpetuation of tariff-walls between the British 
and the non-British world. The tariffs eontcmplated would, in 
effect, be preferential tariffs of the kind already existing, subject 
however to a preference of 100 per c(uit. 'Hie danger is tliat the 
existence of this preference will be used to bolster up the tariff in 
which it is embodied. Such a use of the Chniadian preference on 
British goods was made by Sir Wilfred Laurier’s political opponents 
in 1911, leading to the defeat of the Reciprocity agreement with 

* Tho German-Canadiaa tariff war, is an important exception, and 

X^nitod States writora liave lati'ly been dispoai'il to question the propriety of 
British imperial proferonco. 
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the United States. Similarly during the present year the Opposi- 
tion in Sojith Africa sought, though without success, to defeat the 
trade treaty with Germany on the ground that it threatened to 
impair British imperial preference. And in 1924 a member of the 
British House of Commons gave vigorous expression to a widely- 
accepted view when ho described the repeal of the McKenna duties 
as *‘a slap in the face (for the Dominions) because those duties 
contained a preference.” ^ It is not suggested that the existence 
of a preference is in fact the effective cause of opposition to the 
repeal of tariff duties, but it is clearly capable of being used by 
interested parties as a cloak for less worthy motives for opposing 
Free Trade. As regards Imperial Free Trade, one cannot of 
course say in advance that a tariff against foreign imports will 
not be likewise entrenched behind imperialist sentiment; but 
the danger is one of which due account must be taken. 

So far, wo have considered as a unity something which may 
properly bo resolved into a number of distinct parts. Imperial 
Free Trade hero means (i) that the British Dominions should 
remove tariffs now imposed upon British goods, but sliould retairi 
such tariffs on foreign imjmrts; (ii) that Great Britain should 
impose a tariff on foreign imports, especially upon those which 
compete with Empire products, and should maintain her present 
generous fiscal policy towards Empire products ; and (iii) that 
India and the rest of the non-self -governing Empire shoidd 
similarly adopt this twofold policy. Now there is little reason 
why this composite policy should be treated as a wliole, wdiy its 
good elements should not be severed from the bad. It is indec^'.l 
highly improbable that any comprehensive scheme of lisc-il 
reform embracing the whole Empire will ever bo adopted — thai 
would, for one thing, be too much at variance with our vauni' i 
national incapacity for anything hut piecemeal progress. And, 
as we have constantly been obliged to note, the practical diili 
culties in the way are well-nigh insuperable. As much as may h'o 
said, then, is that the movement for Imperial Free Trade 
some promise of progress towards freer commercial intercourse ; 
but that it is also pregnant with dangerous elements, particularly 
in so far as it is inspired by the pernicious ideal of imperial 
economic self-sufficiency. Yet on a balance it represents an 
improvement upon the existing fiscal order in the British Empire. 

R. M. Campbell. 

' Parliamentary Debates, 17th June, 1024, p. 2013 (Mr. OreenH). 
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One of the essentials of the system of gold standard is the 
existence of approximate limits to the fluctuation of the exchanges, 
upon which the banking and business community may safely 
depend. Importers in this country should know that, when the 
dollar exchange has reached gold export point, there is no need 
for them to cover their dollar requirements in a haste, for there 
is no risk of a further appreciation. Holders of dollars, in turn, 
should know that they cannot expect any further appreciation. 
The Money Market should know' when the exchanges are ap- 
proaching the rates beyond which they are likely to affect market 
resources by means of bringing about gokl movements. One of 
the conditions of the efficiency of the system is, therefore, that 
gold points should be ascertainable with a high degree of accuracy. 
Although they are subject to inevitable changes, it is desirable 
that these should be comparatively infrequent, and that they 
should be ascertained as soon as they occur. It is desirable 
from a practical business point of view', as w'ell as for the pur- 
poses of monetaiy policy, that unknowm factors should be 
eliminated, the elements of uncertainty should be reduced to a 
minimum ; and it is the duty of central banks to pursue that end. 

The situation in this respect is, since the restoration of the 
gold standard, far from ideal. Changes have been frequent, and 
a great deal of uncertainty prevails — even in official quarters -- 
as to some of the factors affecting gold points. It is character- 
istic that in July 1929 the Bank of Prance consulered it advisable 
to have two small test shipments arranged from London to Paris, 
so as to ascertain the gold import point. 

In the March 1927, September 1927, and December 1928 
issues of this Journal w’o indicated some of the circumstances 
responsible for the instability and uncertainty of gold points 
since the war. Several of these circumstances, such as the 
frequent changes in the freight rates, insurance rates, and thfe 
wide fluctuations in the rates of interest, are the consequence of 
the general unsettled post-war conditions for which nobody in 
particular can be blamed. Central banks are largely powerless 
against these elements of uncertainty. This is, however, no 
reason why they should add to them by means of the policy and 
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tactics they adopt from time to time in matters of gold ship- 
ments. Their excuse for interference with gold points — ^if they 
were to deem it necessary to give any explanation at all — ^would 
be that conditions are abnormal and require abnormal measures. 
So long as these abnormal measures aim at the elimination of 
special transactions they can only be approved. If, however, 
they are directed against normal commercial gold shipments and 
affect gold points the central banks responsible for them lay 
themselves open to adverse criticism. 

One of the means by which central banks interfere with gold 
points is the policy of arranging gold transactions between each 
other, instead of allowing free course to gold arbitrage and 
confining themselves to normal devices of monetary policy affect- 
ing exchanges so as to initiate or check gold shipments. In 
certain cases the exceptional measures of interference are explained 
by the necessity for some central banks to increase immediately 
their gold stocks, so as to be able to maintain the gold standard. 
On such occasions it is regarded as impossible or inexpedient to 
leave it to the automatic working of tlie gold standard to fullii 
this task. In other instances the policy is ins])ir(Ml by a desire 
of saving transport costs. Tliis was tlic case of the triangular 
gold transactions arranged in May and June 1921), between the 
Jleichsbank, the Federal Keserve Bank of Kv.w York, and the 
Bank of Framte, and, to a small extent, between the two fonuer 
and the National Bank of Belgium. In order to support the 
reichsmark exchange, the Keichsbank had to sell gold in N(^w 
York. Instead of shij)ping gold from (hTinany, it took ov< r 
part of the gold earmarked on account of the Bank of h'raiu c ia 
New York, sold it to the Federal Beserve Bank, and rephu ed it 
by means of dispatching gold from its Cologne braiu*h to Finis, 
which is less expensive than shipments from Bremen or Haiiit)uri» 
to New York. I’he Bank of France also benefited by tJic aiTiiDge- 
ment, as it repatriated free of cost part of its gold held in New 
York. 

The comparative frequency of official transactions has led 
to the conclusion that tliere is a general tendency towards re- 
placing normal commercial gold shij)ments by transactions 
arranged between central banks. In the absence of any authoii- 
tative pronouncement on the part of the leading central biuiks as 
to their policy in this respect, it is difficult to ascertain whetlier 
this is included in the programme of the co-operation of ccmtral 
banks. It is generally believed, however, that one of the objects 
of the proposed Bank for International Settlements is to rt'diu e, 
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if not eliminate, the volume of arbitrage or exchange transactions 
by such moans. 

Doubtless, central banks arc in a ])osition to compete success- 
fully with private arbitrage even if no cininge is made in their 
favour in the existing monetary legislations, and even if they 
adopt an attitude of strict neutrality towards private arbitrage — 
which is by no means always the ease. As their gold-holding 
constitutes in any case an idle rcst^rve which earns no interest, 
whether in their vaults or on its way })ctvvecn two (*entres, there 
is no need for them to allow anything for loss of int(‘rost when 
calculating the cost of shi])ment. For this reason they are in a 
position to undertake gold shipments ])iofitably before any bank 
or other arbitrageur can see its way to undertake them. The 
gold points for central banks arc, therefore, considerably different 
from those for other banks. 1'here are, in fact, three different 
sets of gold ])oints, according to whether tlie sliipment is under- 
taken by jirbitrageurs paying intcTcst, commission and brokerage, 
banks or brokers paying interest but no commission or brokerage, 
working on joint account with a ])ank in the oilier centre eon- 
(‘cj’ucd in tlie transaction, and c(‘ntral banks paying neither 
interest nor brokeiage. The dilference betw een these three kinds 
of gold points of the ])rincipal exchanges (on the basis of a rate of 
interest of 5 ])er cent.) is sliowji by the following table : 


Dollar’s import point 
Dollar’s gold o.xport point 
Keiclismark’s gold import pinnt 
Reichsmark’s gold export ])oinl 
Guild* r’s gold import jioinl 
Guilder’s gold ox[}ort ]K)in( 
Canadian dollar’s gold import jxunt 
Canadian dollar’s gold export point 
krench franc’s gold import point 
Eroneh franc’s gold t?xport point 


siders is calculated on the assumption that, if the Reiehsbank 
wishes to discourage an influx it insists on delivery in Berlin. 
In practice this has not occurred yet after the w'ar. The “ extreme 
gold points ” are calcula ted on the asaum])tion that t hose w'orking 
under least favourable conditions have to bear additional expenses 


Norinrtl 
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(’ontral 
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Gold 
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of about per cent, in the shape of brokerage, commissions and 
higher rates of interest. Nothing is allowed for possible additional 
expenses caused by the occasional tactics of central banks desirous 
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of discouraging gold movements. For further details as to the 
calculation of above gold points we must refer the reader to the 
author’s book on International Gold Movements (Macmillan & Co., 
1929), Appendix I. 

Admittedly, on certain occasions commercial banks also 
undertake gold shipments without allowing for loss of interest, 
for which case the gold points are identical with those of the 
central banks. As we stated in our article appearing in the 
December 1928 issue of the Economic Journal, if a commercial 
bank is particularly desirous to carry out a gold shipment, it 
includes the gold for book-keeping purposes in its idle cash 
reserves and does not allow for loss of interest. Experience 
since then has shown, however, that such cases are exceptional, 
and, in the predominant majority of cases, they allow for loss of 
interest, though the percentage to be allowed for is a matter of 
opinion in the case of commercial banks, and varies fairly widely. 
For other arbitrageurs, possessing no large reserves, and having 
to finance the shipments on the basis of the current market 
rates, it is, naturally, these rates which determine the amount 
to be,; allowed for loss of interest. Thus, tlio rule is that central 
banks are at an advantage as com})ared with other arbitrageurs, 
and the margin between their gold points is narrower than the 
margin between gold points for other banks. 

This, in itself, w'ould not be imrticularly disadvantageous 
from the point of view of the stability of gold points if it were 
understood that central banks arc always supposed to undertake 
gold shipments whenever exchanges move beyond their special 
gold points. This, however, is by no means the case. The 
primary object of gold transactions between central banks is not 
profit, and they are not likely to undertake gold shipments merely 
for the sake of the margin of profit, unless there is also another 
motive which makes their intervention desirable. Consequently, 
when the exchanges reach their gold points as calculated for 
central banks, gold may or may not be shipped, according to 
the convenience of central banks. This state of affairs is bound 
to create a feeling of uncertainty in the foreign exchange market, 
as nobody knows whether or not a further depreciation or appre- 
ciation of the exchanges would be checked by gold transactions. 
While the gold points for private arbitrage provide an approximate 
limit to exchange movements, the gold points for central banks are 
merely optional limits which may or may not operate in practice. 

As gold points for central banks cannot be relied upon as 
limits of exchange movements, the influx or efflux of gold through 
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direct transactions between central banks fails to produce the 
same effect as on the Foreign Exchange Market and the Money 
Market as gold movements of the same magnitude undertaken 
by private arbitrage. These latter usually result in a marked 
rise or fall, according to the case, in the rates of interest, and 
tend, therefore, to set the factors in motion which tend to correct 
the influences responsible for the weakness of the exchange of 
the exporting country. They also tend to provoke a reaction in 
the exchange rate itself. On the other hand, if gold transactions 
are undertaken by central banlts this fact is likely to minimis e 
their effect. Though the proceeds of the sale of gold tend to 
influence the exchange favourably, and the contraction of credit 
resources tend to create monetary stringency, those tendencies 
will not be accentuated by the psychological factor as in the case 
of arbitrage transactions. If a shipment is made by private 
arbitrageurs it is known that so long as the exchange remains at 
the rate prevailing at the moment of the transaction, several 
similar transactions will follow. If, on the other hand, a ship- 
ment is made by a central bank, it may or may not be followed 
by other shipments, according to the convenience of central 
banks. Possibly after an isolated shipment the exchange is 
allowed to appreciate or depreciate, as the case may bo, until it 
has reached its natural gold point. 

The traditional secretive policy of some central banks con- 
stitutes another disadvantage of gold movements undertaken by 
them. The origin and destination of gold movement by arbitrage 
|)roper is generally knowm with a fairly reliable accuracy. On 
the other hand, some time may elapse until the origin and 
destination of shipments by central banks can bo traced from 
the returns of other central banks, which do not necessarily give 
reliable indication, as often transactions carricil out during the 
period covered by the returns offset each otlier. Tlie market is 
left in the dark, which is anything but desirable. 

Direct operations by central banlis have not so far assumed 
sufficiently large proportions to constitute a serious interference 
with gold points, as far as the principal gold exchanges are 
concerned. On the other Iiand, the tactics adopted by central 
banks often interfere with the rates at which gold shipments can 
in theory profitably be undertaken by private arbitrage, and still 
more often with the rates at which shipments are actually under- 
taken — ^which rates are, after all, the rates that really matter for 
practical purpose. Minor changes in the actual buying and selling 
price of gold, aiming at encouraging or discouraging gold move- 
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ments by private arbitrage, influence the rate at which it is, in 
theory, profitable to make shipments. Whether gold is actually 
shipped at that rate often depends upon the attitude of the 
central banks towards arbitrageurs. Very often unofficial 
pressure is borne upon banks to abstain from gold shipments 
even though they appear profitable. It is an open secret that 
in June of this year for several weeks the Reichsbank dissuaded 
the German banks from taking gold from London, although the 
exchange was well beyond gold export point. Similarly, the 
Federal Reserve Bank of New York is believed to have put 
pressure upon American banks to abstain from importing gold 
from London. As a result, both dollar and reichsmark moved 
considerably beyond their theoretical gold export points, which 
caused some uneasiness abroad as to the intentions of this country 
to carry out gold standard in letter and spirit, and is believed 
to have been the cause of the withdrawal of some foreign funds 
from London, accentuating thereby the adverse trend of sterling. 
Largely as a result of Press (uiticisms, the unofficial embargo on 
gold import from London was raised both in New York and 
Berlin before it could do much harm ; but it was a good lesson 
to indicate the damaging elTect of the interference of central 
banks with gold movements. 

The attempts to discourage undesirable gold shipments, unless 
they amount to a virtual suspension of the gold standard— as in 
the case of Canada this year —very often fail to attain their end. 
Gold is shipj)ed in any case as soon as the exchange reaches a 
point at which the margin of profits is sufficiently large to t(*m])t 
certain arbitrageurs to disregard the wislies of the authorities. 
As a rule, central banks can only influence banks and firm^ 
desirous of maintaining good relations with them. Firms or 
individuals without any direct relations with the central bank 
may disregard the official attitude, and may insist on the letter 
of the monetary law compelling the central bank to buy and sc’d 
gold at a fixed price. These ‘‘outsiders of the gold arbitrage 
usually work under less favourable conditions than banks, and 
have to pay brokerage and commission. The margin between 
the gold ])oints for their purpose is rather wide, but the ofticial 
interference witli gold movements may itself stimulate tendencies 
causing exchange movements even beyond these gold points. 
Thus the possibility of any pressure on the part of the authorities 
merely increases the uncertainty as to the rate at which gold is 
likely to be shipped, without being able to prevent or check 
gold movements. 
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Moreover, most central banks do not confine their interference 
with gold points to mere “peaceful dissuasion,” There are a 
great variety of weapons at their disposal enabling them to 
discourage gold shipments thej^ consider undesirable. The 
mildest of them is to abstain from assisting in the packing of 
gold, in which case additional ex])ense is incurred by the transport 
of bars or coins to suitable premises where they can be packed. 
The Federal Reserve Bank of New York, which usually delivers 
gold free on board if it a])proves the transaction, refuses to grant 
this voluntary facility to an unwanted gold shipment. The 
regulations as to assay are usually sulHciently elastic to allow a 
fair scope for central banks to raise difficulties should they wish to 
do so. Usually there is nothing to prevent them from insisting 
on the assay of every bar — though they may bear the stamp of 
an approved central bank — or delaying the payment for part of 
the consignment. All these tactics, if applied, tend to change 
the gold points, while the mere j^ossibility of their application 
tends to create considerable uncertainty as to the approximate 
ligures of gold points. 

The method by which the Chja do (Conversion of Argentina 
aims at discouraging gold exports is particularly interesting, and 
])rovidcs a characteristic example. Although ol)ligcd to convert 
its notes into gold coins at the official rate, it has the option of 
(dioosing the coins it uishes to j)ay out. Apart from the well- 
known device of supplying worn coins, it is in a position to 
discourage an efflux by paying out an unwanted category of 
coins. Thus, if the dollar moves against the peso, a gold ship- 
ment to New York may be discouraged by paying out sovereigns 
or mixed coins instead of eagles. Over and above the minting 
(^ost, Iho possible loss of weight at melting has to be added to 
the cost of shipment, which cireiimstance affects the gold point 
considerably. The following ligures show the difference between 
gold points for eagles and sovereigns for shipment from Buenos 
Aires to London and to Now York : 

Shipment op Sovekeujxs to London 


100,000 sovereigns @ 5*04 pesos gold ..... 504,000 pesos 

Ercight 10«. por £100 ^“>00 0 0 

Insurance U. Qd, per £100 75 0 0 

Interest 5 jjor cent. 22 clays *101 7 5 

Incidental expenses 50 0 0 


£920 7 5 


Not proceeds £99,073 12 7 


Gold point : 1 peso . 


. 47 08(i8d. 
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SiuPMENT OE Eagles to London 

100,000 eagles @ 10*364 pesos gold 

Freight 10«. per' £100 

Insurance U. Qd. per £100 

Interest 5 per cent. 22 days ...... 

Incidental expenses ........ 

Allowance for loss of weight | per cent. . . . . 


1,036,400 pesos 
' £1,027 10 0 
154 12 6 
619 6 3 
100 0 0 
513 10 6 


£2,414 19 3 

$1,000,000 @ 4-8665 £206,486 11 8 


Net proceeds ....... £203,071 12 5 


Gold point : 1 pr.se . . . 47*02d. 


Shipment of Eac^les to New York 


100,000 eagles (j/) 10*364 pesos gold 
Freight J per cent. 

Insurance 1 per mill. . 

Interest 5 per cent. 18 day:? 
Incidental expenses . ” . 


1,036,400 pesos 
$.3,333-30 
1,000-0 
2,465-70 
600-0 


$7,290-0 


Not proceeds ....... $002,701-0 

Gold point : I p- n . . . SO 0570. 


Shipment of Sovereigns to New York 

604,000 pesos 
$1,622-17 
486*65 
1,190-Oij 
260-() 
1,216-62 

$4,775-40 

100,000 sovereigns at mint parity ..... $486,650-0 

Not proceeds ....... $481,874 

Gold point : 1 peso . . . $0-0661. 

Thus, while it is profitable to ship sovereigns from Buenos 
Aires to London when the exchange declines to 47*08|, it is not 
until the rate reaches 47-02 that the shipment of eagles to Loin ton 
becomes jirofitablc. On the other hand, the shijiment of eagles 
to New York becomes profitable at a rate of 0*9o|, while it is 
impossible to undertake profitably the shipment of sovereigns to 
New York until the rate has declined below 0*95|. 

The shipment of coins other than those of the countries of 
destination involves a risk even if tlie coins are brand-new, for 
the loss of weight at melting can not be foreseen. The percentage 
allowed for the risk varies according to the conservatism of the 
arbitrageur, and provides an additional element of uncertainty. 

The monetary authorities of other countries have other special 


100,000 sovereigns @ 5*04 pesos gold 
Freight ^ per cent. ’ . 

Insurance 1 per mill. . 

Intorast 5 per cent, 1 8 days 
Incidental expenses . 

Allowance for loss of weight I nor cent 
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devices for the discouragement of gold shipments. They also 
encourage from time to time gold shipments that suit their purpose, 
by an ingenious variety of means. Almost every central bank on 
a gold basis has practised at one time or other some kind of means 
to encourage or discourage gold shipments. As their a 2 )plication 
is not continuous, the Money Market and the business community 
never know when to expect interference. The extent to which 
the interference of central banks affects gold jioints is striking. 
Though the normal gold exj)ort point of the dollar cx<;hauge is 
just over 4*85, a direct arrangement between the central banks 
would make shipments possible on a profitable basis at 4*85i;, 
and the applications of devices of discouragement of ship- 
ments W'ould shift the gold point in practice to about 4-84J. 
The range within wdiich the gokl point may move is thus over 
one full ijoint, which tends to reduce the benefits of a legally 
stabilised exchange from the point of view of practical business 
men. At the same time, the manipulation of gold points to suit 
tlie convenience of central banks reduces the automatic nature 
of the working of the gold standard, which is claimed by most 
of the adherents of the system as one of its principal advantages. 

Pa CL Einzig 
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MR. KEYNES’ VIEWS ON THE TRANSFER PROBLEM 

I. A Criticism by M. Jacques Rueff 

In the Economic Journal for March, 1929, there appeared an 
article by Mr. Keynes on “ The German Transfer Problem.” In 
this article Mr. Keynes answers those writers who believe that the 
transfer problem does not arise when budgetary problems have 
been solved, and that it may even be dangerous to provide 
machinery to maintain the equilibrium of the balance of payments 
of the debtor country. 

This article, like all that Mr. Keynes writes, is argued with 
incomparable logic. The problem is clearly defined, the reasoning 
unfolds itself with such lucidity that the contrast between the two 
points of view is sharply distinguished, and discussion becomes 
particularly inviting. If any excuse is needed for having under- 
taken this discussion, it may be found in the very perfection of 
]\Ir. Keynes’ dialectics. 

In Mr, Keynes’ criticism of the standpoint of the writers wlio 
deny the existence of a transfer i^roblcm there are two* fundamental 
observations, differing greatly both in character and in their 
respective consequences. 

In the first, Mr. Keynes shows that, in his view, the settlement 
of re 2 )aration 8 due from Germany raises not only a budget problem, 
but also a transfer problem, because “the expenditure of Hic 
German people must be reduced, not only by the amount of tli(‘ 
reparation taxes w'hicli they must pay out of their earnings, but 
also by a reduction in their gold-rate of earnings below wlnit 
they would otherwise be. . . . The transfer problem consists in 
reducing the gold-rate of efficiency-earnings of the German fa«^tois 
of production sufficiently to enable them to increase their exports 
to an adequate aggregate total ; the budgetary problem consists 
in extracting out of these reduced money-earnings a sufficient 
amount of reparation taxes ” (p. 4). 

On this point Mr. Keynes’ assertion appeal’s to be indisputable. 
But it is equally so when he says on page 6 : “ The reduction in 
real wages would be by no means so large as the reduction m 
money-wages, since the prices of home goods for home con- 
sumption might be expected to fall.” 
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This seems to us an essential point. If it were possible to 
examine here the question from the point of view of economic 
theory, by inquiring how equilibrium is maintained or restored, 
provisionally ignoring the resistances which in practice paralyse 
the play of economic phenomena, it could be shown that exchange 
and price movements — in other words, the movements of gold 
prices — which tend to maintain the equilil)rium of a balance of 
payments, or restore it when it has been accidentally disturbed, 
affect equally all internal prices. 

This is evident when, during a regime of forced currency, a 
variation in gold prices is brought about by means of a variation 
in the rate of foreign currencies reckoned in the national currency. 
In the case of metallic circulation the proof is more complicated, 
and constitutes a special aspect of the theory of prices ; but Ave 
arc sure that Mr. Ke3mcs knows the result and does not dispute 
it. Assuming then that, in the adjustment which restores 
equilibrium to the balance of payments all the prices vary in the 
same proportion as wages, real vrages arc not modified. Hence 
the purchasing power of the i)opulation remains unchanged, and 
tlie fall in gold prices which restored the equilibrium of the balance 
of accounts has imposed no now sacrifice on the po])uIation, and 
has not altered its position in any way. As, moreover, this move- 
ment of prices is entirely spontaneous, we consider that it can 
be altogether ignored. It was for this reason that we felt justified 
in asserting that there was no transfer problem. 

On the contrary, the levy which is to produce the necessary 
funds for the purchase of the exchange to be remitted to the 
foreign creditor wilJ cause no fall in prices, since the imrehasing 
power of whicli the i)opidation has been deprived will be trans- 
ferred to the sellers of foreign exchange and utilised by them. 
As a result of this lev}^ there will therefore be a real decrease in 
tJio resources of the population of the debtor State, and this 
decrease, measured in purchasing power, Avill be exactly equal to 
the increase in the resources of the population of the creditor State. 

The foregoing conclusions can also bo deduced from a principle 
which I have always found confirmed in the various individual 
cases I have had to study. I should be astonished if Mr. Keynes 
had not, like myself, had occasion to enunciate this conclusion 
and if he did not admit its general applicability. This principle, 
which might be called the principle of the conservation of pur- 
chasing power, simply states that never in the course of the various 
economic transformations that occur is pui’chasing power lost 

or created, but that it always remains constant. The result is 

u I) 2 
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that in all cases one man’s loss is another man’s gain, as was 
very clearly shown by the levies made upon the holders of fixed 
income securities during the various inflation crises which followed 
the war. In the case before us the principle of the conservation 
of purchasing power makes it possible to assert that, whatever 
the appearances may be, the population of the debtor State would 
not suilcr a loss of purchasing power greater than the amount of 
their debt — a coiiclusiun to which the theory of exchanges and 
prices would lead. 

For all these reasons I liave ventured to assert that, at any 
rate as a matter of economic theory, there is no transfer problem, 
but only a budge taiy problem. And 1 tliirik that Mr. Keynes 
will also agree with ]nc in this. But he will observe — and this is 
his second criticism — that the results mentioned above arc true 
only in economic theory, when it is assumed that all phenomena 
have free play and arc not subject to all the resistances and 
frictions which in reality paralyse their operation. “ In the cast^ 
of German reparations,” he says, “ we arc trying to fix the volume 
of foreign remittances and compel the balance of trade to adjust 
itself thereto. Those who sec no difficulty in this . . . arc 
applying the theory of liquids to wdiat is, if not a solid, at least a 
sticky mass with strong internal resistances ” (p. 6). 

Thus, Mr. Keynes does not deny the existence of the phenomena 
which tend to maintain economic equilibria, but ho holds that 
these phenomena arc unable to overcome the resistances which 
in practice oppose the adjustments they tend to bring about. 
In other words, when the equilibrium of a balance of accounts 
has been disturbed — as it is by the j^ayment of a new debt of a 
political character — there will, it is true, be a tendency tow'ttr'ds 
the restoration of this equilibrium; but to be effective this 
tendency will have to modify existing situations and, in particular, 
bring about profound changes in commercial ciUTcnts. Mr. 
Keynes refuses to admit that the stuff of economics is sulliciently 
fluid to obey rapidly and without profound disturbances the 
influences of a non economic origin which tend to shape it. Ho 
considers in particular that the balance of trade at any moment is 
largely dependent upon the economic structures of the various 
countries, and that it cannot adjust itself rapidly to the 
requirements of an equilibrium in the balance of payments when 
the conditions of this equilibrium are abruptly modified. 

By means of the foregoing considerations, Mr. Keynes defines 
the problem with abundant clearness. Ho thinks that the writers 
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who deny the existence of a transfer problem are wrong in stating 
that the balance of payments of a country is always brought into 
ecpiilibrium by the operation of the phenonieiia of exc;hango and 
prices, and that therefore, when the invisible factors of the balance 
of payments undergo an important change, the commercial 
balance spontaneously unclergocs a change in the opposite 
direction. 

If Mr. Keynes is right, there is a transfer problem, and it is 
necessary continually to limit actual transfiu’s to the transfer 
possibilities of the moment*; if, on the other hand, he is wrong, it 
is the previous transfers which determine the conditions of 
equilibrium of the balance of payments, and it would be absurd 
to attempt to make actual transfers dependent on the transfer 
possibilities which they themselves create. 

To settle the question, it will be sufficient to interrogate the 
facts and to inquire whether, in previous cases in which the 
equilibrium of the balance of payments has been abruptly dis- 
turbed the commercial balance has obeyed the phenomena which 
tend to maintain the equilibrium of the balance of payments, 
or whether, on the contrary, the adjustment of the commercial 
balance has been rendered impossible by those resistances which 
Mr. Keynes alleges to exist. 

Thus, past experience will tell us in each case the amount of 
truth contained in Mr. Keynes’ assertions, who, as if to help us in 
examining his contention, has further defined its meaning as 
follows : — 

“ My own view is that at a given time the e(H)nomLC structure 
of a country in relation to the economic structure of its neighbours 
permits of a certain natural level of exports, and that arbitrarily 
to effect a material alteration of this level by deliberate devices 
is extremely difficult ” (p. G). 

This judgment contains a two fold assertion, firstly that for 
each country there is a “ natural ” level of exports, determined 
by the economic structure of the different countries concerned, 
and secondly that it is extremely difficult to effect an alteration 
of this level arbitrarily and deliberately. 

I shall first endeavour to refute this second assertion, and 
will then go on to examine the first. In the course of this dis- 
cussion I shall have to have recourse to arguments I have already 
used in a previous stud}'^,^ with which I think Mr, Keynes is 
already acquainted. I have the less scruple in doing so as Mr. 
Keynes’ article shows me that I did not sufficiently bring out the 

' Une orrour 6conomiquo : rurganisaiion des transferts (Doin, 19‘28). 
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lessons to be derived from this study as regards the sensitiveness 
of eoonomic phenomena; and particularly as regards the adapt? 
ability of balances of payments to certain deliberately provoked 
situations. 

In this work I examined, among other things, the phenomena 
which followed the most profound and abrupt disturbance ever 
suffered by a balance of payments — that which was produced by 
the decision suddenly taken by Great Britain and the United 
States at the beginning of 1919 to cease granting Franco the 
sterling and dollar credits which had previously enabled France’s 
balance of payments to be kept in equilibrium. This decision 
removed from the credit side of this balance of accounts an item 
of approximately 20 milliards of francs. To use Mr. Keynes’ own 
words, it was “ arbitrary ” and a deliberate device.” 

If our author’s contention was correct — in other words, if, as 
he says, a country’s balance of payments is the result of the 
economic structure of the countries concerned — and if it wen' 
extremely difficult to effect a material alteration in the natural 
level of exports by a deliberate device, France’s commercial 
balance should not have been modified. It should have remained, 
after the removal of the credit, materially what it had been 
before, since the economic structure of the countries concerned 
was not affected by the free decision of the British and Americjin 
Governments. If this had been so, the deficit in France’s balance 
of payments would have been approximately 20 milliards of francs 
per annum. 

The facts show, however, that this was by no means the case. 
In 1919 the deficit in France’s commercial balance was appro \i 
mately 23 milliards of francs. In 1920 it was approximately the 
same. But in 1921 it had been reduced to approximately 
milliards of francs, and remained more or less at that level during 
1922 and 1923. 

In other words, following upon the cessation of the croclii-e. 
which France received from her Allies, a change had taken pl.‘ic(^ 
in her commercial balance very nearly equal to the amount of the 
credits withdrawn, this change making up for their disappearance 
and restoring an equilibrium whose disturbance had nevertheless 
been delil)erate. 

It should further be observed that if in 1919 equilibrium was 
re-established during a period of currency depreciation, this 
depreciation was not in any way an essential factor of the 
phenomena which brought about the re-establishment of equi- 
librium. The latter results from a reduction of internal prices 
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as compared with external prices estimated in the national 
currency, and this diminution may be caused not only by a rise 
in the rate of foreign exchange, but also, to a period of free circula- 
tion of gold, by a small fall in home prices. The above observa- 
tion is developed in the work already referred to. 

Mr. Keynes will no doubt think that the re-establishment 
of the equilibrium in the balance of payments in France between 
1919 and 1921 constitutes a mere coincidence. The change in 
the commercial balance which seems to make up for the with- 
drawal of the political credits may, according to him, be only 
the transition from the “ natural level ** of the state of war to 
the “ natural level ” of the state of peace, and may have simply 
been caused by the changes in economic structure attending this 
transformation. 

If this were so, it would still be somewhat surprising that the 
change in the commercial balance should coincide approxi- 
mately with the amount of the credits withdrawn. But, further, 
the commercial balance should remain more or less constant 
after this movement, or rather it should only undergo changes 
provoked by modifications in the economic structure of the 
countries concerned. 

The facts, however, wore quite otherwise. France’s com- 
mercial balance remained practically constant during 1921, 1922 
and 1923 (deficit, in millions of francs, 2,295, 2,552 and 2,256). 
But during 1924 it underwent a further striking change, and 
showed no longer a deficit, but a surplus of 1,540 million francs. 

Now everyone knows tliat the end of the year 1923 witnessed 
in France the beginning of the great period of the exportation of 
capital. This introduced a new debit item in the balance of 
payments. If therefore the commercial balance had remained 
unchanged, the balatice of payments would have shown a deficit. 
To bring about equilibrium, a modification of the commercial 
balance was necessary. Now' this modification disphy^ed itself 
in the clearest possible manner, although never since 1875 had 
the Customs statistics revealed in France a surplus of exports 
over imports.^ This surplus was maintained during the year 
1925 (1,660 million francs). During 1926 it fell to 80 millions, 
and again rose in 1927 to 1875 million francs. But from 1928 
onwards, Le. from about a year and a Iialf after the end of the 
great capital export crisis,^ the deficit reappeared. It amounted 

^ Except, however, in 1905, when there waa an exceptional surplus of 8S 
million francs. 

* After the withdrawal of tlie political credits it also took about one and a 
half years for the coinmorcnal balance to adjust itself. 
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to 2,101 million francs, i.e, it returned to about the figure of the 
years 1921, 1922 and 1923, during which it was generally acknow- 
ledged that in France there was no movement for the export of 
capital. 

Thus, during all this ])eriod France’s commercial balance 
has always adjusted itself very definitely to the modifications 
in the finaiudal facjtors of the balance of payments (first political 
credits and then investments abroad), although these modifica- 
tions were extremely rapid and involved exceptionally large 
amounts, and although tliey had no relation to what Mr. -Keynes 
calls the economic structure of the countries concerned. 

The fact that the commercial balance adjusted itself to the 
quite exceptional volume of investments abroad during the great 
crisis of exportation of capital which occurred in France for 
j)sychological reasons definitely invalidates the opinion whi(;h 
Mr. Keynes expressed as follows (p. 0 of his article) : — 

TIisiorically the volume of foreign investment has tended, 
I think, to adjust itself, at least to a certain extent, to the balance 
of trade rather than the other way round, the former being the 
sensitive and the latter the insensitive factor.” We have just 
shown that in France, after the w^ar, the exact (contrary proved to 
be true. 

At all times, in fact, the commercial balance has shown a 
tendency to adjust itself to the necessities of the equilibrium of 
the. balance of payments, whatevcT they might be and whatever 
their origin. Jietween 1870 and 1914, for instance, France’s 
commercial balance only showed a surplus during the period 
1872-1875, during whi(4i France was rapidly paying off^ the 
war debt imposed upon her by Germany; while during all the 
rest of this period the commercial balance showed a deficit of 
several hundr(M] million fran(‘s per annum. ^ 

* With the oxccplioii, liovvevtT, of tlio year 1005, during wliii-h I ho c oni- 
mcf(.‘ial balance jjIiow(?d a .surplus of 88 rnillioii franc.s. For tlio period JS'»V 
] 887 the figures are a.s follows : — - 

Coinniprcial Commercial 


Year. 

balance. 

Year. 

balance*. 

1807 

~20l 

1877 

- 248 

1808 

-514 

1878 

- 997 

I860 

- 70 

1879 

-1.804 

1870 

-- or, 

1880 

- 1,500 

1871 

-094 

1881 

-1,302 

1872 

1 191 

1882 

-1,247 

1878 . 

1 2Xi 

1888 

- 1,853 

1874 

-f 194 

1884 

-1,111 

IST.i 

i 380 

188r> 

-1,000 

1870 

-418 

1880 

- 900 


Tt should bo ]>oinh.'d out, Iiowcver, that during the jirovious period Frauce s 
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Clearly there could be no question of a modific ation of what 
Mr. Keynes cuills the “ natural ” Icvcd of exports, as the ii^eds 
not satisfied during the war oliviously tendcMl to increase the 
deficit in the commercial balance during tin*, period following the 
close of hostilities. I'he a])pcarancc of a surplus at a time when 
all the resistances invoked by Mr. Kc^ynes should have made it 
impossible, although it was a necessary condition of the equilibrium 
of the balance of payments, ])rovidos a fresli example of the 
extreme clasticdty of economic matter and of its jiowers of adapta- 
tion, even when the disturbing jilieiiomenon is “arbitrary ’’ and 
“ artificially produced.” 

The modifications undergone since the war by the various 
balances of payments provide, moreover, a still more decisive 
proof of the extraordinary jmwer of the machinery w-hich tends 
to maintain the equilibrium of balances qf payments or to restore 
it wh(m it has been artificially disturbed. 

At the same time they permit us to form an estimate of Mr. 
Keynes’ judgment that “ at a given time the economic structure 
of a country in relation to the economic structure of its neighbours 
jiermits of a certain ' natural ’ level of exports.” 

In 1013 France’s commercial balance sIiowxhI a deficit of 
1 ,540 million francs. This defiedt w'as practically the same as that 
of 1912 (1,518 million francs). The situation wdiich it indicated 
was the outcome of entirely normal conditions. 

After the w'ar, on the (‘ontrary, a quarter of the national 
territory- -and the area which furnished France wnth by far the 
greatest proportion of her exports- -had become unproductive. 
At thp same tinu', an immense market with almost boundless 
requirements was created w’ithin the couni ry foi‘ the reconstruction 
of the devastated areas. 

For all these reasons, the eounlry should have found extreme 
difiiculty in exporting and could have im])orted to an unlimited 
extent. The “ natural level ” of tlie commercial balance, that 
resulting from the economic structure of the dilTerent countries 
(ioncerned, should have involved a. deficit much greater than 
before the war. If. therefore, Mr. Keynes' views w’ere correct, 
there should, in fact, have been such a deficit. 

t'onimercial balance soinetiniosi aliowtMl a .surplu’-; — fer instance, from 1862 to 
1800. But it is obvious tlmt tho payment of a fou'ign debt can only Appear in 
the commercial balance if all coiiflitions are equal with regard to the invisible 
elements of the balance of payments. What is remarkable in t he case of Franco 
after 1870 is that a surplus appoaro<l in tho commercial balance at precisely tho 
Tnoment when theory would loaii one to expect it. 1’liis only i-onstitutes a j)re- 
s^unptioii — but a very strong presumption — in favour of tlie said theory. 
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It is true that if such a deficit existed it would have produced 
a dtf cit in the balance of payments of the country, since clearly 
the invisible assets of this balance of payments were not greater 
after the war than before. This, however, is impossible according 
to the writers who maintain that the balance of payments of a 
country is always in equilibrium. 

Further, if the views of these writers are correct, the deficit 
shown in 1912 and 1913 by France’s commercial balance must 
have been compensated by a surplus of invisible exports, and it 
was generally acknowledged that before the war the great part 
of this surplus was formed by the income from foreign invest- 
ments held by Frenchmen. During the war, however, these 
holdings greatly diminished. Many of the foreign securities 
which they comprised were handed over to the Government at 
its request, in exchange#for French bonds, and were disposed of 
by it. Others, particularly Russian securities, became unpro- 
ductive. If therefore the deficit of the commercial balance liad 
remained after the war what it was in 1913, France’s balance of 
payments would certainly have shown a deficit also. For this 
balance to be brought into equilibrium — and the writers w hom 
Mr. Keynes criticises consider that, whatever the resistances of 
the economic milieu, a balance of payments is bound to bo in 
equilibrium ^ — it was essential that after the war, in spite of all 
adverse circumstances, the deficit in the French . commercial 
balance should be lower than what it was in 1913. 

Here, therefore, we have a crucial test of the two theories, 
that of Mr. Keynes and that of the wTiters who deny the existence 
of a transfer problem. If France’s commercial balance siiic(' 
the war shows a greater deficit than in 1913, the theory of tlm 
‘‘ natural ” level must be true. Otherwise it is the theory which 
Mr. Kejmes criticises that must be accepted. 

The deficit of 1,540 million francs for 1913 was equivalent to 
about 297 million dollars. 

In 1921, on the other hand, imports exceeded exports by 
2,295 million French francs. The average rate of the dollar in 
francs during the same year was 13*49. Hence the deficit in the 
commercial balance represented a])proximatoly 170 million 
dollars, or 57 per cent, of the 1913 figure. 

In 1922 the deficit in France’s commercial balance was 2,552 
million French francs, and the average rate of the dollar was 

‘ Except during a period of budget deficits or flight from tho currency, 
ia clear that when tho holders of foreign currency do not repatriate the equivalent, 
equilibrium can never bo attained. 
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frs. 12*33. The deficit in the commercial balance was therefore 
206 million dollars, or 69 per cent, of the 1913 figure. • 

This result would be still more striking if wo took into account 
the level of prices rather than the rates of exchange in comparing 
the deficits before and after the war. 

Thus, despite the most unfavourable circumstances imagin- 
able, the deficit in France’s balance of trade was very materially 
lower in 1921 and 1922 than it was in 1913, although during the 
former period the reduction in the country’s productive capacity, 
owing to the entire destruction of its most active factories on the 
one hand, and its enormous reconstruction needs on the other 
liand, would have led one to expect a considerable increase in the 
deficit in its commercial balance. 

This unexpected result seems to decide between the two 
theories by showing that the most powerful natural ” resistances 
cannot prevent the restoration of the equilibrium of the balance 
of 'payments, even when the equilibrium has been disturbed hy 
events of a purely financial nature. It shows, moreover, that 
the notion of a '' natural ” level of exports is a complete fallacy 
and cannot legitimately bo invoked. 

This conclusion would be brought out still more clearly if 
we could analyse here the machinery by which the equilibrium 
of the balance of payments is maintained in current practice. 
AVe have attom]ited this analysis elsewhere.^ Suffice it to say 
that it led to the conclusion that, apart from periods of “ flight 
from the currency and of budget deficits, exchange and price 
movements tending to maintain the equilibrium of the balance 
of payments are bound to be effective, as they are bound to go on 
until the previous equilibrium has been com])lotely re-established. 

The same theory provides an answer to Mr. Keynes’ objection 
that the raising of foreign Customs tariffs might make it impossible 
to restore the equilibrium of a balance of ])ayments by making 
the increar.o in exports required for this restoration impossible. 
It is quite clear, of course, that if there is a machinery tending to 
restore the equilibrium of balances of ])aymcnts when it has been 
accidentally disturbed, this machinery must prevent the raising 
of the customs barriers which surround a country from modifying 
that country’s balance of commercial exchanges.^ This is indeed 

* Th^^orie dos Plieiiomuncs Mon6laircs ” (Payot, Paris), 2iul Part — and 

particularly Chapter VIII, §§ 2, 3 ainl 4. A summary of the theory w&s given 
in th© pamphlet mentioned above : XTno erreiir (''conomiquo : I’organisation 

dos transferts *’ (pp. 10 et f(eq.). 

* Wo are speaking hero only of the eominercial balanee, i.e, tho differone© 
between tho value of iinporls and that of exports. It is clear, of course, that a 
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evident a priori, for if a change in Customs duties affected com- 
meicial balances, it would bo possible, by raising simultaneously 
all Chistoms tariffs, to make all commercial balances show a 
surplus, which is absurd. As this is impossible, there must be 
machinery which prevepts changes in Customs tariffs from dis- 
turbing the equilibrium in balances of payments, and this 
machinery is bound to be effective at whatever level Customs 
duties are fixed. In the work mentioned above, ^ we have shown 
that experience very clearly confirmed the ac^curacy of these 
theoretical views when tlic United States ])ut a new Customs 
tariff into force in 1922. 

Thus, in the different examples w'o have considered, the 
equilibrium of the balance of payments has always been restored, 
whatever the extent cf the initial disturbance and how^ev(‘r 
arbitrary it may have been. 

We do not say, however, that unlimited sums could bo trans- 
ferred from one country to another; we simply observe that in 
the cases w’'c have just studied the disturbance in the equilibrium 
of the balance of payments w^as grcfiter than that which would 
result from the normal application of the Dawes Plan, and tlijit 
equilibrium was always spontaneously restored without intei*- 
ferenco of any kind. 

A complete theory of the ])hcnomenon w ould show% how^ever, 
that only sums taken from the resources of a balanced budget 
could be transferred. It would also indicate, as w^as said before, 
that monetary deprecuation is ])y no means essential to the 
operation of the phenomena whu*h restore the balam^e of pay 
ments to equilibrium. 

Wo do not, however, desire to go into siudi consideration ; 
hero. The chief aim of the present study was to gauge the irutli 
contained in Mr. Keynes' assertion that to deny the oxistemjo of 
transfer problem was to apply the theory of liquids to whal in 
reality was, if not a solid, at least a sticky mass. 

In every case, however, we have seen economic matter adjust 
itself witli extraordinary elasticity to the influences to which it 
wa.s subject, whatever their origin, and always, too, we have s(>cii 
the phenomenon which theory taught us to expect govern the 

modiflcatiou in the CuHtonis turiff, by modifying the relative prieos of the various 
foreign goods, modifies tho exchanges of those goods and theroforo modifies the 
constitution and value of the imports and exports, only the difference between 
their total values remaining constant. 

* Tho monetary roporciissions of a Customs jiolicy : the application of tho 
Fordney tariff in the United States in 1922. — Op. cit., p. 305. 
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facts which responded in the most sensitive manner. Fluidity 
of the economic mass, sensitiveness of the phenomena which 
occur therein, these we regard as two essential observations of 
infinitely greater consequence than the transfer j)roblom. 

To believe, indeed, that resistances due to the very nature of 
things can prevent economic equilibria from spontaneously 
establishing or maintaining themselves, is to force oneself to 
admit the necessity of establishing them by concerted and 
systematic measures similar to those which would have to be 
taken by the Transfer Committee to ensure the equilibrium of 
Germany’s balance of payments on the lines of the Dawes Plan. 
Such a conception leads inevital)!}^ to the practice of an organised 
economy similar in principle, if not in object, to the Communist 
economy. 

To admit, on the otlun' hand, that economic idienomena, left 
to themselves, are able in actual fact to restore or maintain with 
great exactness the necessary equilibria, leads to the view that the 
only effective means of avoiding or attenuating economic crisis 
is to remove or attenuate any obstacles which may stand in the 
way of spontaneous adjustment, and to avoid all measures which 
tend to immobilise the various factors of economic equilibrium. 

Thus, to gauge the actual sensitiveness of economic phenomena, 
is to seek the solution of perhaps the most important political 
problem at present awaiting issue, that of the choice between the 
two tendencies of liberal economy and organised economy. It 
is on this ground that the question raised by Mr. Keynes — that 
of the mobility of cconomit; equilibria — has seemed to us funda- 
mental from the political point of view still more than from the 
point of view of economic theory. We have endeavoured to 
answer it in the limited si)hero of international exchanges ; we 
believe that it is worth systematic study in all spheres of economic 
life. Perhaps we shall endeavour in a future article to show that 
the conclusion wo have reached is an extremely general one, and 
that in almost every case a systematic observation of the facts 
reveals the existence of economic plienoinena attaining an unsus- 
pected degree of sensitiveness and permanence. 

Jacques Rueff 


U niversity of Paris. 
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II. A ReJOINDEK FROM PROFESSOR OlHilN 

§ 1. Mr. Keynes’ theory of reparation payments and capital 
exports, as expressed in the last two numbers of this Journal, ^ 
in my opinion amounts briefly to this : the expansion of com- 
modity exports relative to imports, which is necessary in the 
indemnity paying and lending countries, is brought about by an 
adaptation of supply conditions only. Wages must fall and, 
thereby, the costs and supply prices of export goods. Inter- 
national capital movements — under this expression I include 
also reparation payments — do not involve any changes in demand,'^ 
which tend to bring about the relative increase of exports. 

Against this theory I have objected that such capital move- 
ments mean increased buying power in the borrowing (receiving) 
country — below called A — and reduced buying power in the 
lending (paying) country, B. Is it not obvious that the buying 
power of a country, like that of an individual, will exceed its (his) 
income by the amount of gifts and loans, quite independently 
of any changes in price levels ? 

Mr. Keynes’ answer to this question is in the negative. There 
will be an increased buying power in A only in so far as /i, through 
lower supply prices, is able to create a relative increase in exports. 
Then, however, this increased buying power will have bci.'ii 
already used up in buying the exports, the sales of which has 
made . . . payments possible ” (p. 181). In other words, in 
Mr. Keynes’ opinion, there can be no transfer of monetary buying 
power except in so far as the real transfer of goods is solved — i^f 
the increase of exports relative to imports brought about— anvl 
then the buying power is at the same time used up. I'lierefcao 
the monetary transfer cannot be a factor in bringing about ilic 
real transfer. 

§ 2. To make clear why I think this is profoundly wrong, 
let me consider first a case of capital movements between two 
districts with the same currency system. Assume that A and B 
are parts of one country, and disregard the possibilities of labour 
migration between them.. 

A borrows a large sum of money from B to build a railwav. 
It can take the money in notes or in cheques, whereby the deposits 
in the A banks grow, while they fall off in the B banks. In any 
case the buying power is increased in A and reduced in B, indc- 

^ Soo particularly p. 181 in tlio Juno issue. 

^ For qualifications to this statement, see § 4 below. 
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pendently of any commodity movements and certainly before ^ 
they take place. The monetary transfer is primary to the real 
transfer, and tends to bring the latter about in the following way : 

A buys more and B less of the goods which go easily between them 
international goods *’), whereby the “ trade balance ** is 
directly affected. Furthermore, people in the former district 
use a part of the increased buying power to purchase “ home 
market goods,** which become more demanded than before, while 
the same class of goods becomps less demanded than before in B. 
Their prices may rise in A and fall in jB, but whether these price 
changes are considerable or not, production of such goods is 
expanded in the former and reduced in the latter district, while 
the production of ‘‘ international ** goods moves in the opposite 
direction, i.e. is reduced in In that way A' a imports increase 
and its exports fall off. B, on the other hand, will buy less anc 
is able to sell more without offering its own export goods oi 
cheaper terms of exchange than before. 

It is the very fact that buying power is greater than income 
in A and lower than incomes in B, which brings about the necessar 
commodity movements. Yet Mr. Keynes reasons all the time a 
if a country could not buy for more than its income, and as if th 
only way of changing its buying power were to change its income 

§ 3. Let us return now to the case of J and B being separate 
countries with different currency systems. The only essential 
difference between this and the last case is that no transfer of 
monetary buying power in a literal sei^sc can take place, except 
in the form of gold. As, however, gold movements arc clearly 
insufficient, the same result will be reached in another way. 
Credit will expand in A and fall off in B, The foreign bills — let 
us assume tliem to be in the currency of a third country ^ — w hicJi 
A receives from B will, e.g.j be bought by the central bank in tJio 
former district. If its gold reserves are too small for this expan- 
sion, it wdll let the exchange rate drop to the gold import point. 
When sufficient gold has como in, it will again buy the foreign 
bills, and the volume of credit will expand. In B the buying 
power is directly reduced by the purchases of foreign bills by 
people who lend the capital to A (or pay re]>arations). There 
will also probably be a secondary credit expansion in A and 
restriction in B. These changes in buying pow er ^ — which will 

^ The order of sueccssion is an important question and distinct from that of 
the size of the changes in buying power. 

* It makes no difference if A buj^ bills on B instead. 

* The monetary mechanism of these credit variations can, of course, differ. 
The case in the text is merely an example. 
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probably be much greater than the amount of the borrowings 
and reparations payments, a fact which Mr. Keynes seems to 
overlook — can occur before the commodity movements take place 
and tend to bring them about in the way indicated above. 

Evidently it is not true that there can be no changes in buying 
power except in so far as the real transfer is already solved by 
means of supply reactions. On the contrary, the changes in 
buying power, which are partly, at least, in a real if not in a formal 
sense a transfer of buying power frpm one country to another, arc 
essential sides of the meehanism Avhich brings about the real 
transfer of commodities. The clianged credit policy - restricting 
in expanding in .1 — affects buying power and, thereby, the 
balance of trade, independently of any effects on price conditions.^ 

On the other hand, it is, of course, true that the buying power 
is used up in the same proportion as the real transfer takes place. 
But, that does not mean that it has had no effect, as Mr. Keynes 
seems to think. Surely it is easier to sell many goods to a man 
who has got increased buying ])OWTr, even though after buying 
them he has no longer gi'eater buying power than ho us('d to 
have ! 

§ 4. In liis rejoinder in the dime issue Mr. Keynes seems to 
make a slight concession — tacitly implied, peihaps, in his first 
paper— concerning the influence of (hmaml reactions, as he remarks 
in passing that there will be a certain reduction in consumption 
directly caused by the reparation taxes ’’ (p. 179), and that a 
reduction in the real wages of the German w’orkei*s wdll cause 
them to consume less; a part of this reduced consumption will 
have the effect of benefiting the balance of trade ’’ (p. 180). It 
follows from what I have said above that, in my opinion, tliis 
concession does not go far enough. 

Note also that the second demand reaction — due- to lower 
real w^ages — is to a large extent identical with the first one. Beal 
wages fall because the w^orkers bear a j)art of the burden of 
reparations. A further reduction in real wages can only occur 
in so far as Germany loses owing to less advantageous terms of 
exchange in international trade. This last wage reduction 
cannot, therefore, help to bring about the increase of exports 
relative to imports, which is necessary to pay reparations, but 

^ Certainly such clianges in credit policy arc possible. They may not be 
inevitable, but that is no argument. Surely it is the idea that Central Banks 
should make transfer as easy as they can. 

® But changed price conditions will probably in some eases help to bring about 
the adjustment of the trade balance. 
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can only help to make good the extra deficit due to unfavourable 
terms of exchange. 

Another necessary qualification to the whole of Mr. Keynes’ 
reasoning is that not only wages, but other incomes as well, e.gr. 
those accruing to the owners of fixed capital, can be reduced. 
The use of the classical labour value theory in international trade 
discussions has made it common to reason as if changes in incomes 
were identical with changes in wages. 

§ 5. After the parenthesis in § 4 let me turn to Mr. Keynes’ 
second line of defence against my criticism. His argument here 
is entirely different from the one discussed in the first three 
sections above. “ If Germany borrows less, the first effect ” will 
“ be to bring in the Transfer Protection Clauses of the Dawes 
scheme. If so, the result would ])0 that she \vould, for the time 
being at least, pa 3 " less Reparations ” (p. 180). And later : “ If 
Germany’s foreign borrowing falls off, so, simultaneously, will her 
Reparation payments,” exeept in so far as factors on the supply 
side operate. 

I admit that I fail to sec the justification for this assertion. 
(Certainly if there is some mechanism by which a falling off in 
German borrowings “ improves ” her balance of trade, the 
reparation payments can go on. So until Mr. Keynes has proved 
that there is no such mechanism, the sentences 1 Jiavc now quoted 
are no argument at all. They are therefore irrelevant, if his 
other line of reasoning is not valid. 

Of course there will be a “ time lag ” }>etw cen the reduction 
of borrowings and the improvement in the balance of trade. But 
nothing prevents Germany from going on with reparation pay- 
ments during that period, using a part of her reserves of foreign 
exchanges and gold. If she does, the changes in buying power 
will occur and the rest of the consequences I have indicated 
follow. Unless her borrowings cease suddenly, there seems to me 
to be no reason for assuming that the reparatioji payments would 
have to stop or even to bo reduced. 

In conclusion, therefore, I must uphold my contention that 
reactions on the demand side play their very important part 
in the mechanism of international capital movements just as well 
as reactions on the supply side. In my opinion, there has been a 
tendency to overlook ^ the former and to concentrate attention 


^ Ricardo alone among tlio prominent classical economists was an exception. 
Ho never accepted tho orthodox price level variation niochanisni in the case of 
subsidies and crop failures, but attomptcMl to show that a more automatic aiid 
smoother adjustment would take place. Although ho was not very explicit on 
this question and made certain untenable statements, it seems probable that 


No. 156.— VOL. XXXIX. 
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on the latter, with the consequence that a too sceptical view of 
the possibilities of such movements on a large scale has been 
taken. Anyhow, the clearing up of the theoretical difficulties 
involved is a matter of considerable practical importance not 
only for the handling of the reparation payments, but also for 
central banking policy in the future. 

B, G. Ohlin 

Copenhagen. 


III. A Reply by Mr. Keynes 

My original article on “ The German Transfer Problem ” in 
the Economic Journal for March, 1929, applied general principles 
to a particular case, without attempting to go deeply into the 
general principles themselves or even to enunciate tbem in a 
generalised form. As, however, the controversy, to which this 
article has given rise, develops — originally with Professor Ohlin of 
Copenhagen and now Avith M. Jacques Rueff of the University 
of Paris — the worst of it is that it moves, quite inevitably, from 
the particular to the general, so that full justice cannot be done 
to the points which have been raised without embarking on the 
general theory of International Transfers. Yet considerations of 
si)ace forbid that I should attack so heavy a matter merely as a 
tailpiece to a particular piece of applied economics. 

I must, therefore, do my best to indicate very briefly in wiiat 
respects I cannot accept the criticisms of my commentators, 
apologising to them at the same time for not entering monj 
profoundly into the general question and for certain unavoidable 
obscurities which they find in my treatment, due in part to tbe 
fact that my theoretical background in approaching Ihesr 
problems is as yet unpublished. 

With M. Rueff’s article I have the following differences (^f 
opinion : — 

1. He misunderstands me in supposing that I agree with him 
that, when the adjustments are complete, the prices of all coin- 

lie had in mind tJiafc reactions on tlio demand side would roduee the need for 
gold flows and prico level changes. Bastablo was perhaps the first to develop this 
idea clearly, although briefly, in ** On Some Applications of the Theory of Inter- 
national Trade,” (Quarterly Journal of Economics, 1885. Curiously enough, tboro 
is no trace of it in his “ International Trade.” Wickseirs paper in the same 
Journal of 1918, “ International Freights and Prices,” is built on the same idea, 
which has lately played a certain part in the German discussion of tho reparation 
problem. 
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modities within Germany will have been affected eqmlly. It is 
of the essence of my argument that this should not be so, but 
that, on the contrary, the prices of home-produced goods in 
Germany should fall relatively to the prices of imports. For 
it is not simply a case of changing the value of money all round, 
but of changing the terms of international trade in a direction 
unfavourable to Germany, so that a larger rpiantity of exports 
than before will have to be offered for a given quantity of imports. 

That real-wages in Germany will have to fall less than money- 
wages, I did indeed point out ; for the prices of some of the goods 
on which Gorman workers sfjcnd their earnings will have fallen 
jmri passu with wages. But it does not therefore follow^ — as 
M. Rueff seems to suppose — that real- wages will not have to fall 
at all, and that it is merely a question of changing the value of 
money. 

2. It follows that I do not accept “ the principle of the con- 
servation of purchasing power ” in the form in which he states it. 
For 1 hold that the process of paying the debt has the effect of 
causing the money in which the debt is expressed to be worth a 
larger quantity of German-produced goods than it was before 
or would have been apart from the 2 )ayment of the debt ; so that 
tlic population of the debtor State suffers a loss of purchasing 
powder greater than the original equivalent of the amount of the 
debt. Indeed if the world’s demand for German goods has an 
elasticity of less than unity, there is no quantity of German- 
produced goods, however great in volume, which has a sufficient 
selling-value on the world market, so that the only expedient 
open to Germany w oukl be to cut dow n her imports and consume 
home-produced substitutes, how^cver inferior, and at an enhanced 
real-cost, how'cver great, 

3. I’hcre remain ]M. Rueffs historical instances designed to 
show that I have exaggerated tlie difficulty of bringing about 
economic re-adjustments, I agree that one has to be on one’s 
guard against exaggerations of this kind. War and post-w^ar 
<ixpcriences have provided us with instances of extraordinarily 
great readjustments successfully accomplished. But I must 
plead that I did not declare that such readjustments were impos- 
sible — only that they were difficult, I do not maintain that it is 
impossible to reduce German wages — after all, they have been 
far lower than their present figure within quite a short time ago — 
^>nly that it is politically and humanly difficult (especially if one 
is cut off from the use of the weapon of currency depreciation), that 
this problem is distinct from the budgetary problem, and that the 
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extent to which the selling-prices of German goods will have to 
be reduced is the measure of the severity of the transfer 
problem. 

I must, however, point out that M. fluelf’s principal example— 
namely, France’s readjustment to her post-war position — is 
quite exceptionally ill-adapted for the 2)urposc of i)roving his 
point that such readjustments are easy. The violent social 
disturbances, the enormous redistribution of fortunes, and the 
wholesale disai^pointment of pre-existing contracts, which attended 
the prolonged and disastrous story of the depreciation of the franc 
to a fifth of its 2)rcvioii.s value, hardly afford a happy example of 
the mse of adjusting things. How short memories are, that M. 
Rueff, himself a Frenchman, should cite tlie post-war economic 
history of France in order to i)rove that economic readjustments 
are as easy as shelling peas ! 

Moreover there were certain features of the French situation, 
favourable to the establishment of a new equilibrium, which have 
no counter2)art in the German situation. In the first place, 
the Uawes Scheme cuts Germany off from the use of currency 
depreciation, which is the one really i^otcnt method for changing 
at a co^t2^ the whole of a country's existing wage-structure. In 
the second place, the new adjustment in France did not require any 
I)ermancnt reduction of the level of real-wages. In the third pla<*o, 
the depreciation of the franc had the effect of actually getting 
rid of one of the principal difficulties, namely the excessive sums 
which the taxpayer owed to the rentier. 

In fact where a country’s difficulties arc due to its owing a 
burdensome sum, readjustment is often brought about by its 
just not paying it. These are the precedents relevant to llic 
German case, if it is historical precedents that M. Rueff wn-jits. 
When the debt is owed in terms of the home currcnc\y; the. jx'licf 
comes by depreciating the currency^; when it is owed in terms of 
a foreign currency, the relief comes by default. The majority 
of the countries which were heavy borrowers abroad during the 
nineteenth century found themselves at one time or another in 
the same sort of difficulty as that which I foresee for Germany, 
though on a much smaller scale, and they frequently escaped 
from it by defaulting more or less. If M. Rueff will read the 
reports of the Council of Foreign Bondholders, he will find that 
history is on my side, not his. 

There are some sentences in M. Rueff’s article which might 
be taken to attribute to me the belief that international balances 
of indebtedness do not always balance. They must, of course, 
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balance precisely, every day of the year — ^unless some sort of 
a default takes place. What I am suggesting is that it may 
prove difficult to avoid this way out. As I have said above, 
countries, much less hardly pressed than Germany will be, have 
often availed themselves of this resort. 


Professor Ohlin’s contribution raises quite a different sort of 
point. As before, I find it extremely difficult to he sure just 
what he means. Let me try to narrow the possible points of 
difference by expressing my own poijit of view in a way which 
most nearly meets his. 

I do not maintain — as he seems in his first paragraph to 
think I do — that the requisite change in Germany’s balance of 
trade must necessarily be brought about solely by an adaptation 
of supply conditions witliout any assistance from demand con- 
ditions. I have always been careful to say that prices in Germany 
must fall, not absolutely, but relatively to prices abroad. But 
I admit that I have attributed to changes in demand conditions 
very little practical importance in the particular instances 
before us. 

If Germany w^as in a position to export large quantities of 
gold or if foreign balances in Germany were acceptable to foreign 
Central Banks as a substitute for gold in their reserves, then it 
would bo a different matter. For if Germany could set the ball 
rolling by exporting sufficiently large quantities of gold to have an 
appreciable effect on world prices, this, I agree, might help the 
situation by changing demand conditions. But I was assuming 
that what Germany could do along tliesc lines would be, in fact, 
quite negligible. Professor Ohlin’s analogy of capital movements 
between two districts with the same currency system would only 
apply if Germany were in a position to export enough gold to 
make a measurable difference to demand conditions in the rest 
of the world. 

This is where the difference of opinion between Professor 
Ohlin and myself comes to a head. He argues (in his § 3) that 
even if gold does not flow on a significant scale, credit will never- 
theless expand in the reparation-receiving countries. But why ? 
Of course if B (Germany) can pay A (the reparation-receiving 
countries) in foreign bills expressed in the currency of a third 
country, there is no difficulty. But this is begging the whole 
question. The problem arises precisely because, on our hypothesis, 
Germany has no such foreign bills. Germany can only acquire 
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such bills if she has already sold the necessary exports ; so that 
these bills cannot be part of the mechanism which is to establish 
the situation which will permit her to sell the exports. I can 
make nothing useful of Professor Ohlin’s § 3. 

Finally let mo remind him that even in so far as Germany can 
affect demand conditions in the reparation-receiving countries 
by exporting to them gold or its equivalent in foreign bills, this 
puts her at no advantage compared with all the rest of the world 
other than the reparation-receiving countries. There is the whole 
of the rest of the world in purchasing from which the receiving 
countries can employ their increased buying power. So we arc', 
even in this case (which I cannot admit to be quantitatively 
important), brought back to the (to my way of thinking) crucial 
question of the extent of the elasticity of the world -demand for 
German exports. Professor Ohlin has not expressed any opinion 
about the extent of this elasticity or whether he thinlcs it impor- 
tant. Yet — on the assumption that Germany will have to increases 
her exports of finished goods by more than 40 })er cent, to pay 
reparations without borrowing — this is to me the kernel of the 
whole problem. 

As regards the final paragraph his §4,1 agree with him that a 
reduction in German incomes other than w^age -incomes would bt; 
equally effective, provided the incomes in question arc the earnings 
of a factor of production, so that a reduction in them lowers tlio 
costs of the German entreiu’eneur. Put this proviso taiccs away 
practical significance from his observation ; for there is not much 
likelihood of rates of interest in Germany being lower than else 
where. 

J. M. Keynk.'! 


King's College, Cambridge. 
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A Review of Economic Theory. By Edwin Cannan. (P. S. 

King & Son. Pp. x -|- 448. 16s.) 

The publication of Professor Cannan’s long-expected work 
on Economic Theory is an event of the first order of importance 
for Economists the world over. It must also be an event of no 
small significance for the very distinguished author. For this is 
no mere addition to the endless series of general text books on 
Economic Theory. It is the culmination of a lifetime devoted to 
the study of our science, the outcome of a systematic attempt at 
reconstruction dating right back to the eighties. The vision 
which has given us successively the Elementary Political Economy , 
Theories of Production and Distribution, Wealth and the Economic 
Outlook receives here its fullest and complctest expression. To 
few of us is it given to see the goal so steadily and to achieve it so 
triumphantly. 

The Review of Economic Theory is essentially a work on 
principles. It is the general problems of Economic Science and 
the attempts that have been made to solve them which are 
Professor Caiman’s subject matter, and very seldom does he allow 
concern with incidentals to deflect him from his task. But while 
the subject matter is not radically dissimilar from that of the 
traditional work on fundamentals, the method, the mode of 
attack, is difl'erent : it is comparative rather than positive. 
Whereas the average “ Principles ” commences with cut-and-dried 
definitions and then proceeds in more or less categorial terms to 
state what its author believes to bo the truth about the various 
problems dealt with, Professor Camian commences by examining 
possible definitions and only arrives at his own solution after a 
long histcrical discussion of what other people have thought on 
tlie matters under discussion. If a metaphor from the art of 
Sculpture be considered appropriate in this connection, it might bo 
said that whereas the exponents of the positive method achieve 
their results by modelling, Professor Cannan, adopting the 
comparative approach, achieves his results by carving. The one 
method, as it were, buiUs up the ultimate construction by a 
process of addition, the other reveals it by the removal of super- * 
fluous material. The result is a work which is at the same time 
(^rundlegung and Dogmengeschkhie, a work on principles and a 
history of theory. 
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The comparative approach to the study of Economic Theory 
has not been immune from criticism. Why worry, we are asked, 
about the wrong opinions of dead men? Why when our own 
problems are so hard, should we busy ourselves with the problems 
of Smith and Ricardo ? Whoever dreamt of basing the study of a 
natural science upon the obsolete works of its founders ? Such are 
the questions of the sciolist. This book should be an abundant 
answer to them. It may be admitted that they have some show 
of plausibility. If Economics had reached the stage of advance- 
ment now reached by some of the natural sciences, if its subject 
matters were equally tangible and tractible to demonstrative 
experiment, then it may bo conceded that the positive method 
would be the only method worth considering. In fact, however, 
it is not so. We have not yet reached the stage at which the 
speculations of our predecessors can be discarded as useless. There 
has been no Copernican revolution in Economic Theory. Nor 
indeed at the present day is there sufficient unity of terminology 
or unanimity of opinion for us to be able to dispense with the 
comparison of definitions and theories, save at the risk of mis- 
understanding and the neglect of essential elements of truth. 
Moreover — and for teachers this point is of some importance - 
experience seems to suggest that, in a subject so elusive and 
abstract as ours, the mere enunciation of unimpeacliable 
truth does not, as it were, give sufficient dimensions to knowledge. 
In order to attain complete understanding it is not only necessary 
to know what is right ; it is also necessary to know what is wrong. 
You do not understand the emphasis, the inflections, of the 
theories of to-day, if at the same time you do not know the nature 
of the theories they were designed to supplant. Indeed it may 
be contended, I thinlc, that many of the most interesting products 
of contemporary speculation are almost unintelligible, or at any 
rate lack a great deal of their full meaning, unless they are 
studied in conjunction with the theories out of which they 
developed. This is incontestably true of much of what is most 
characteristic of Marshall. Professor C^annan’s book aftords 
ample proof that it is true in many other cases. It is hard to think 
that the severest critic of the comparative method could read 
this book and not feel that at almost every point his knowledge 
of what has been done in our own times had acquired new 
significance. 

To summarise or even to attempt to enumerate Professor 
Cannan^s own contributions to theory would obviously be out of 
place in this notice. There is scarcely a page which does not 
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contain some innovation of analysis or treatment, some new 
arrangement or some vivid comment which lights up whole 
wildernesses of obscurity. But the boolc must be read as a whole 
for the full value of each part to be appreciated. Detailed 
comment on particular sections may well wait till a later 
season. 

But speaking very broadly of his position as a whole, certain 
general characteristics may be noted, in the first place is the 
extraordinary realism of his treatment. Those who imagine 
that a scrupulous attention to the precise significance of terms 
and a fine flair for nice differences of moaning necessarily imply 
an interest detached from realities, will be painfully surprised by 
this volume. Professor Cannan is a theorist of the theorists, 
in that — to use his own criterion - he is always searching for 
“ generalisations about the causes and effecds of given institutions 
and practices ” ; but ho has singularly little use for theory as 
theory. Few generalisations find their way into his system which 
have not a definite function to perform in answering questions 
about workaday matters of practice. He is not concerned with 
what have been called the metaphysics of our subject. He 
shows little sympathy — I am inclined to say almost too little 
sympathy- with the contemplation of abstract constructions; 
there are few discussions of “limiting cases” in his theory. All this 
shows itself very strongly in his treatment of particular problems. 
The problem of why things exchange for one another in particular 
ratios, whicli has seemed so important to other economists, 
is for liim quite subordinate to the problem of what causes 
changes in these ratios. Tho problem of why there is a rate 
of interest at all — the King (Charles’ head of a whole library of 
modem controversy — is dealt wdth in one section of Ins chapter 
on the value of ca])ital and income. The bulk of the chaj)ter is 
devoted to explaining why the rate of interest idianges. ‘‘1 
think the answ'cr ” (to the question why is there a rate of interest), 
he says, “is a more corollary to th(^ answer to the question what 
makes the rate rise and fall.” In short, Professor Cannan 
succeeds in producing that kind of economics wdiich the German 
Historical School and the American institutionalists have de- 
manded, but which, because of a childish theory of method and 
an inadequate comprehension of theory, they have totally failed 
to deliver. There have never been any institutionalists at the 
London School of Economics and I doubt if there ever will be ; 
and if any inquiring member of that sect can bring himself to look 
inside the cover of anything with so damning a title as A Review 
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of Economic Theory he may come to see the reason. Why should 
those who cat meat bother to call themselves meatarians ? 

Closely allied to this quality of realism comes another, equally 
characteristic, which, for want of a better phrase, I denominate the 
secular outlook. Professor Cannan once said that he had tried 
to bo a good mundane economist. If by mundane economist 
wo can understand one who not only takes wide views in space, 
but wide views in time also, this term would express my meaning. 
Professor Cannan never lets us forget cither that wo are members 
of a world community or that the development of this world 
community is continuous. The long run in which we are all 
dead has no terrors for this economist. The intricacies of the 
short period and the parochial view are relegated to a position of 
minor importance. Sometimes, I am inclined to think, exception 
might be taken to this attitude. I suspect that in regard to 
Professor Cannan’s theory of money, for instance, it has sometimes 
given rise to misunderstanding on the part of outsiders. I have 
sometimes thought that the whole controversy with regard to the 
creation of credit arose from a misunderstanding of this nature. 
And I confess that I myself am a little loath to believe that there 
is nothing in the old theories of international trade which can be 
held to illuminate certain problems of national wage differences. 
But how important are these incidentals compared with the 
strength and the sweep of the main vision. We are away from tlie 
petty minuiioR and complications of day to day fluctuations 
securely placed whore the great forces of the secular trend, the 
cosmopolitan change are seen in their proper perspective. The 
fact that Professor Cannan can dismiss in a few brief sentences 
problems which in detail are the main preoccupation of many 
modem economists, will not prevent those of us who feel that 
we can contribute something to their exact solution from con- 
tinuing to work at them, but it should at least make us realise 
their true place in the picture. 

In the last chapter (which, by the way, to be appreciated fully 
should be read in conjunction with the chapters on Labour Incomes 
and Co-operation) Professor Cannan turns his attention from pure 
theory to contemporary aspirations and tendencies. These arc 
chapters which should be read by all who wish to form a 
balanced judgment on the social problems of our day. It would 
be diflScult, in the whole range of economic literature, to find 
passages more closely packed with quintessential wisdom. They 
should be read, too, by those who wish to get a clear view 
of Professor Cannan’s own attitude to these problems. In the 
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past, to those who were still enmeshed in the old controversy 
of socialism versus individualism, this attitude may have seemed 
a little aloof. At the present time, now that that controversy 
is tending to drop into the background, it may be seen, I 
think, to have been considerably in advance of the day. 
Professor Cannan has never been an individualist in the sense 
that he believed that free competition would bring about 
results necessarily more desirable than any other form of 
organisation. For him it has always been a question of asking 
which form of organisation among many was most suited to 
particular purposes, and at particular moments ; since he has 
had a closer eye for the growing significance of public utility 
corporations and the joint stock company than most, to attack 
or defend a mythological individualist state has always seemed 
to him an unnecessary exercise of imagination. On the other 
hand, placing himself at what I have called the secular viewpoint, 
and perceiving the dominating importance of a right distribution 
of men and machines between different occupations and different 
places, he has not shared with those whose concern is with the 
short view and the local interest, any quick disposition to throw 
overboard those institutions of the system of co-operative com- 
petition which help to secure these ends, before better instru- 
ments have been devised for the purpose. Nor, when contemplat- 
ing probable changes in those institutions, does ho feel himself 
obliged to regard the present territorial division of the world’s 
surface into national areas as being necessarily permanent, or 
the states which rule over these areas as affording the best 
instruments for new forms of industrial government and control. 
In this perhaps he may once more seem to become detached and 
unsympathetic : Economic Nalioiialism dies hard even among 
the enlightened. But it yet remains to bo seen whether, here, 
too, ho is not considerably in ailvance of his day. 

Of some books it may be said that they look back and resume 
an epoch of development. Of othei's that they look forward and 
anticipate developments which are to come. Of very few can 
it be said that they look both backwards and forwards and bring 
to the present that sense of lively continuity which derives from 
awareness of past endeavour and future possibility. But it can 
truly be said of this one. You may agree with this book. You 
may disagree with it. But you cannot deny either its importance 
as a landmark," or the weight of authority with which it is written. 
Professor Cannan says of his work that his hope is that it may yet 
make a few students want to go on to enlarge a science still in 
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its infancy. Brave hope, generous vision ! If we who come later 
fail it, it will not be for want of example of a high standard and 
a shining achievement. 

Lionel Robbins 

New College, 

Oxford. 

Wages in Practice and Theory, By J. W. F. Rowe. (Routledge : 

Pp. 277. 12.S. 6d.) 

Mr. Rowe’s study of wages in the coal-mining industry added 
so much to our knowledge that the publication of the rest of his 
researches in the field of wages has been eagerly awaited. The 
volume in which he lias embodied these puts students of wages 
under a heavy additional obligation. It is divided into three 
parts. All are interesting and contain material of importance ; 
but it is the first that makes the book indispensable. In it he 
gives the results of his study of the movement of wages between 
1886 and 1926 in five industries — coal, building, cotton, engineer- 
ing, and railway service — three grades, typical of skilled, semi- 
skilled and unskilled work, being taken in each industry. With 
this material in hand, he examines the relation between rates 
and earnings, the process and extent of standardisation of rates, 
the relation between wage-rates and skill (which illustrates well 
in the case of the “skilled” rate of turners and -fitters, the 
influence of trade-union policy), and concludes with an essay on 
correlations as a guide to wage-theory — an essay which brings 
out perhaps liioj’c clearly the difficulties in the way of such a 
method than any immediate results to be hoped for. 

Interesting and suggestive as the use he makes of them is, 
students will be most grateful to Mr. Rowe for the figun^s thorn 
selves. They show a wide, and apparently growing, divergence 
of movement between the different industries, and between the 
different grades. It is a fair inference, which Mr. Rowe draws 
later, that cu.stom had exercised a diminishing, and collective 
bargaining an increasing influence throughout the period. Mr. 
Rowe criticises severely, as misleading and useless, the index of 
changes in wage-rates which the Board of Trade published before 
the war and the Ministry of Labour publishes now. These 
figures, however, had a use, and were not seriously misleading, 
as an index of the time and direction of wage-changes in the study 
of trade fluctuations, and, pending Mr. Rowe’s arrival on the 
scene, they were much better than nothing. As Professor Bowley 
demonstrated, they could be corrected by the use of the wage- 
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censuses and the occupational censuses to throw a good deal of 
light on the distribution of the national income. Mr. Rowe also 
throws doubt on the validity of the contrast drawn between wage- 
movements in “ sheltered ’* and “ unsheltered ’’ industries ; but 
his own indices show an average increase over 1913 of 107 per 
cent, in the ‘‘ sheltered occu2)ations as compared with only 78 per 
cent, in the unsheltered (p. 45), and while “ the cotton industry 
presents an awkward exception,*’ there is an obvious explanation 
here in the financial difficulties of the employers, which make it 
impossible for them to face a lock-out, and prima facie evidence 
that the rates are out of harmony with the industry’s post-war 
position in the prevalence of short time. The chief impression 
left by this part is, perhaps, of the advance made in wages in the 
generation before tlie war, and also since 1913. The figures of 
nominal rates, which were all that we had before, understated 
both the pre-war and post-war advance of money wages, while 
the reduction in weekly hours since 1918 conceals a further 
additional advance. 

The survey in Part II of collective bargaining in the industries 
studied docs something to bring up to date the information which 
Mr. and Mrs. Webb gave about nineteenth-century labour. The 
study of dillerent union attitudes and policies in Chapter VIII 
and IX is particularly interesting. It is hard to believe, however, 
that “ the doctrine of the right of a man to a certain conventional 
standard of living ** was foreign to the trade union mind of the 
eighteen-eighties (p. 153). In another connection it is pointed 
out that “ custom may be said to have constituted the real basis 
of the trade union standard rate. The standard rate was not 
an original conception of Trade ITnionism ** (p. 150) ; and con- 
versations with old trade unionists twemty and twenty-five years 
ago lead the present writer to think that the doctrine in question 
was of very old standing even then. If Mr. Rowe ])ost-dates a 
development here, he seems to antedate one when lie says that 
“ tho struggle for recognition . . . ^vas brought to a conclusion 
during the twenty years before the Nvar ’* (p. 17(5) — the Mond 
Conference found it necessary to rc-affirm the principle : and 
another, when he says (p. 178), “ lelatively few important firms 
to-day confine their activities and interests solely to one particular 
line of production ** ; coal and the textile industries are not 
unimportant exceptions. 

The most challenging part of Mr. Row’c’s book is the third, in 
which ho attempts an application of his discoveries to the theories 
current about wages. It is offered as an interim and not a final 
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report on the subject,” but put forward now on the ground that 
its contentions, if valid, ‘‘ involve certain changes in the attitude 
and policy of the community, which are of immediate practical 
moment.” Roughly summarised these contentions are — (1) that 
the Marginal Productivity theory of wages provides only a “ back- 
ground ” for the study of wages ; (2) that the influence of collective 
bargaining and trade-union policy has been neglected (“all 
existing wage theories appear to ignore a phenomenon which has 
completely changed the whole conditions of the labour market . . . 
namely, the rise to power of trade imionism : p. 194; cf. p. 
198); (3) that unions, by pressing employers for higher wages, 
can compel employers to be more efficient and so to raise the 
marginal productivity of their labour; therefore, “ Trade unions 
ought consciously to try and keep wages not in exact adjustment 
with, but a trifle above, the current marginal productivity 
equivalent; to accept the fact that this is bound to produce a 
variable, but permanent, margin of unemployment, which is 
of their own dehberato making and no inherent fault in the 
capitalist system ; ” to facilitate industrial reorganisation and to 
mitigate the incidence of unemployment on individuals (p. 229). 

The criticism of pre-war wage theories seems to mo to be 
substantially just, if over-stated ; but those theories wore elabora- 
tions of a theory of market-prices, rather than attempts to explain 
individual incomes, and inevitably tended to be static in character. 
And they were subject to a very important exception (which Mr. 
Rowe’s reference to it overlooks) in Mr. and Mrs. Webb’s Industrial 
Democracif, Part IV of that work is given almost wholly to a 
discussion of wages theory and the bearing of trade union policies 
upon it, and the third chapter is an elaborate argument to show 
that trade unionism makes higher wages possible by compelling 
increased efficiency. The novel element, therefore, in Mr, Row( s 
presentation is the policy he recommends to the unions. Mr. and 
Mrs. Webb described the unions — with approval — as using 
unemployment as a “ barometer,” and withholding demands w hen 
uncmplo 3 anent went up; Mr. Rowe thinks the pressure iriiglit 
be maintained, even when unemployment has been caused by 
the union’s successful claims. 

To the present writer the older-fashioncd view of Mr. and Mrs. 
Webb seems to show a sounder grasp of the mechanism and 
possibilities of industry. There are cases in wdiich an industry 
can afford to reorganise in spite of labour-costs which compel it to 
restrict employment ; but they are exceptional. Moreover, there 
is no certainty that pressure for higher wages will bring about 
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increased efficiency. Mr. Eowe’s description of trade union 
policy in the building industry— ‘ taking it out of the consumer ” 
— ^illustrates one possibility ; his reference (p. 172) to craft unions 
securing gains at the expense of fellow wage-earners points to 
another. In other words, Mr. Rowe ignores the possibility that 
a class of labour may increase their marginal (value) productivity 
by compelling, or assisting, their employers to put prices up. 
The old theory of wages did direct attention to this competition 
of industries and trades for the joint product of all industry, and 
did consider wages in their other aspect of costs, an aspect in 
which Mr. Rowe is not interested. It is rather, therefore, as a 
supplement to, than a criticism of Marshall, that Mr. Rowe's 
theories should bo considered. These criticisms are, liowever, 
only so much additional evidence of the stimulating character 
of Mr. Rowe’s book, points that may be dealt with in the “ final 
report,” to which his readers will all look forward. 

The University, Manchester, Henry Clay 


The Unemployed, By R. G. Davison. (Longmans, Green & Co. 

1929. Pp. 292. * 7s. Ck?.) 

Tjus is -[n'obably the most valuable study of unemployment 
tJiat lias appeared since Sir William Beveridge’s classic. It is a 
competent and considered survey; and it lias the merit of being 
(‘xccedingly w’ell written, in virtue of which it should appeal to a 
wider public than that of students and administrators steeled to 
endure the dreary language of the economic expert. 

Mr. Davison has not been inordinately ambitious. Ho has no 
complete solution to offer of the problem - or more accurately of 
the problems — of unemployment. He did not set out to do more 
than discover wdio are the unemployed, wdiat sort of things wc 
are doing for them, and wdiere those things are likely to lead us 
and them. He is, in fact, concerned rather with cure than with 
prevention, though his study illuminates incidentally some of the 
])aths along which it might be useful to seek for effective measures 
of prevention. Naturally he has derived nearly all his material 
from familiar sources open to all, chief among which are the 
official publications of the Ministry of Labour and Ministry of 
Health. But he can claim to bo the first wTitcr to have brought 
this material together, and to liavo wuldcd it into a consecutive 
and critical narrative of tw^entieth-century attempts to deal with 
the unemployed. 

In this book, then, will be found a history of the vicissitudes 
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of Government policy about relief works, an outline of the 
growth of unemployment insurance and a careful analysis of the 
composition of the present unemployed army. On relief works 
Mr. Davison is particularly interesting, even if ho is rather 
unmerciful. The work of the Unemployment Grants Committee, 
for example, he thinks should be viewed not as a contribution 
to the problem of finding work for the unemployed, but as a 
circuitous method of equalising the rates in different areas ; nor 
does he seem to have much symjjathy with the cherished policy 
of acceleration and 2)ost2)oiiemcnt of public works to balance the 
trade cycle. 

The chapters on uneinj)loyment insurance arc chiefly concerned 
with disentangling the essential from the merely trivial modifica- 
tions in the British scheme produced by the bewildering variety 
of Unemj)loyment Insurance Acts. ]\lr. Davisoji here undertakes 
a task which a good many others have attcmi)ted ; but he has 
certainly made as good a job of it as any of his fellow-labourers 
in this rather dreary field. His chief ijersonal conclusion, which 
will be unacceiHable to many reformers, is that no system of 
insurance can ever bo the sole agency for relieving the unemployed. 

Perliaps the most useful part of the whole work is the section 
in whicli Mr. Davison deals with what he calls the analysis of the 
unemployed ; foi’ this brings the ([uestion of unemployment back 
from the realm of abstract issues on to which it has lately bet'ii 
further and further driven into terms of individual lives. Like 
the title of this book it focuses attention not on unemployment 
but on tlio UTiemployed. The lesson of these chaj)ters is api^recia- 
tion of the monstrous waste of human material which cri])ples our 
economic system a waste which arises from misemployment as 
much as from uncm2)loyment, and which the economists and 
psychologists are only just beginning to recognise, and lhat 
only hi tJic most general way. Now' that avc can blame ab.‘^t.t‘a(’ 
tions like the w'ar and the decay of tJio sta])lc industries for 
unemployment, w^e are the less disposed to give due responsibility 
to our ow n indifference to the value of ability and skill, and to our 
failure both to develop these and to create opportunities for 
their exercise. Mr. Davison is inclined to attribute a much 
larger proportion of existing unemployment than is generally 
admitted to defective industrial capacity, largely remediable. 
He has much to say about the downward drag of unemployment 
lowering the industrial status of the former aristocrats of labour 
as they sink into the unskilled class to avoid complete idleness. 
But it is not unemployment alone which is responsible for this. 
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Indeed Mr. Davison is surely altogether too optimistic when he 
writes : “If, when the state of emi>loymcnt is good, a list of the 
able-bodied wage-earners in any district were arranged in order 
of their industrial status and personal merit, and if a parallel 
list were drawn up of all the jobs existing in that district in 
favourable times, it would be found that appropriate work suit- 
able to each wage-earner’s status would be more or less readily 
available.” It is in unfavourable times, ho adds, that men tend 
to take work beneath their capacity. Jlut is not the apparent 
coincidence of jobs and men in good times largely illusory in so 
far as it is a man’s job which determines his status quite as 
much as his status which determines his job ^ 

For constructive measures Mr. Davison pins his faith chiefly 
to intelligent schemes of industrial training. He Avould also like 
to see established a system com})arablc to the King’s Koll for 
disabled men, under which Arms would undertake to employ a 
certain proportion of the elderly and inlirm who are the casualties 
of civilian industry. There is evidence, he thinks, that the 
])reterence given to ex-Service men now operates unjustly towards 
the young workers who have come into industry since the war. 

It is lamentable that the book has no index. 

Babrara W^ootton 

The Theory of the Cost-2)ricc System, By A. J. W. Keppel. 
(Allen and Unwin. 1928. Px). 188. Gs.) 

Great claims are made for “ The Cost-price System.” “ No 
writer in recent times ha^i brought a more compact and relentless 
logic or more audacity and indcxH'iidencc of view to the task 
he here undertakes.” (3kir. J. A. Hobson’s Introduction.) “We 
have gone dcex)er than any economist with whose Avorks w'e are 
acquainted . . (p. 171.) “ Under the Cost-iuico system 

Caiiadci might easily flll ux) in twenty years.” (p. 137.) “The 
Cost-price system is going to lind its way all over the world. It 
is going to load to a World Economy.” (x). 133.) 1 content myself 
with stating Mr. Kex)pers argument, so far as 1 have been able 
to disentangle it from his numerous disquisitions ux)on ethics, 
education, public finance and the hopeless stupidity of economists. 

Mr. Ke 2 )x>el asserts that the return upon the whole product 
of labour normally shows a natural growth over the cost. This 
growth he calls the “ Surplus.” He distinguishes between that 
portion of the product which is necessary for the maintenance of 
labour and the “Surplus.” The “Surplus,” he holds, should 
No. 166, — ^VOL. XXXIX. ^ ^ 
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pass into “ Costs of Growth and “ Costs of Improvement in the 
Standard of Living.” Under the existing system the “ Surplus ” 
is badly distributed. “ Rent,” “ Interest ” and “ Profit ” arise 
as uneconomic factors from artificial scarcities in Land, Capital 
and ordinary goods by means of the manipulation of Exchange. 
Seeking to eliminate Rent,” Interest ” and “ Profit ” and to 
secure the best possible application of the “ Suiplus,” Mr. Keppel 
I)roposcs an economic system based ii])on the exchange of all 
goods and services ' at Cost-imce. He anticipates no great 
difficulty in arriving at the Cost-price of goods. ‘"The great 
monopolies can best show us the way in this.” In regard to 
wages and salaries, Mr. Keppel holds that what each requires is 
the Cost-pri(?e of his labour. “ What in practice is the Cost- 
price of labour ? It is the average wage.” Moreover, all wages 
in Mr. Keppel’s system will gradually tend to a uniform level. 
“ There is no reason to suppose that some kinds of labour cost 
more than other kinds to produce.” Only artificial scarcities 
reflect themselves in the wages of labour. In the Cost-price 
System — there being no artificial scarcities - it is impossible that 
there should be disparities in the reward of two or more necessary 
kinds of labour. The nearer the wage of the labourer approaches 
to the average wage -which average is taken as being £100 
the more nearly is the labourer worth his wage. A wage of £loo, 
uniform and fixed (“ Wo propose to carry tlio wage.right through 
life at the same figure ”), does not offer a very exciting prospect, 
but Mr. Keppel assumes that prices will fall considerably onct- 
his system is established. I am not clear whether the Govern 
ment, realising the value of Mr. KeppoVs proposals, is to use its 
power to enforce them or whether Mr. Keppel hopes that tlu‘ 
irresistible logic of his case will so convince his fellow-citizen^ 
that State action will be unnecessary. 

J. Lembvuujmh 

University of Belfast, 


Agricultural Economics. By Gkoege 0*Brien. (Longmans, 
Green & Co., Ltd. Pp. viii + 195. 10.;?. 6d.) 

The economics of agriculture has provided, under various 
and less grandiloquent titles, subject for controversy over a lengthy 
period of time. In various countries it has developed upon 
different lines, in Great Britain being more often approached by 
the way of economic history, fortified upon occasion by statistical 
analysis. Its followers in the United States have tended to 
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devote their energies in the direction of ad hoc investigations into 
questions of marketing, the pros and cons of alternative systems 
of land tenure and cost of production studies, the latter in turn 
superseded by the more complete survey methods; there, too, 
works bearing so comprehensive a title as that of the book under 
review have frequently been both enc^ cloi)a 3 dic in character and 
produced by co-operative methods. The pure economist, possibly 
exhibiting undue diffidence, more probably owing to lack of 
interest, seems to have left the subject alone, since he has generally 
confined his incursions to a discussion of the applicability of 
general theories to the i)cculiar cliaracteristics of tlie industry. 
It is, therefore, especially gratifying to find a work emanating 
from this side of the Atlantic which treats the problems of agri- 
culture from the economic standpoint and at tlie same time 
unobtrusively disposes of the misconceived panaceas put forward 
by ,those financially interested within the industry or by out- 
siders ignorant of its physical limitations. Professor O’Brien 
rightly defines his subject as “ the application of general economics 
to the craft and business of agriculture,” and specifically excludes 
from his field “ rural sociology,” “ land economics ” and any 
consideration of the present and future relationship between food 
resources and population. Holding that the remaining funda- 
mental considerations have in the past been neglected by both 
writers on agriculture and on economics (after demolishing the 
wider claims in this (connection of certain American and French 
authors), he most successfully concentrates his attention ujion 
a highly important but limited field. Incidentally, his statement 
that ‘‘ Chairs of Agricultural l^conomics have been established 
in many Universities ” will surprise readers in Great Britain and 
Ireland, who must turn their eyes to the United States, where 
(‘xamples of a single university maintaining several such posts 
are not unknown. Two of the three chapters into wdiich the w^ork 
is dividecl contain numerous sections, the diversity and value of 
which are apt to be concealed by the prosaic titles accorded the 
chapters themselves. After a brief but skilful introduction. 
Chapter 1 (occupying only ten pages under the heading of “ General 
Agricultural Prices ”) touches upon the inelasticity of supply in 
agriculture and the two types of lag therein experienced. Chapter 
II (“ Particular Agricultural Prices ”), extending to eighty-six 
pages, forms the best pi*escntation of the factors influencing 
agricultural supply and demand which has yet appeared. While 
the author is catholic in his selection of references (few writers 
upon the subject have provided such excellent foot-notes), it is 
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particularly gratifying to find the names of Marshall, Edgeworth, 
Pigou and Cannan quoted upon page after page of this x>ortion 
of the work. Section 3 of the chapter provides a first-rate sum- 
mary, fortified by diagrams, of the incidence, in various circum- 
stances, of diminishing returns, and those portions of its successor, 
entitled “ The Cost of each Factor of Production,*’ well illustrate 
the shattering of many political and social beliefs upon the rocks 
of economic fact. The third chapter, The State and Agri- 
culture,” whilst forming in its writer’s words, “ a discussion upon 
the ways in which the prosperity of the agricultural industry may 
be assisted by action on the part of the State,” is of added value 
in that it gives in effect a review of the policies recently pursued 
by this and other nations. The seventy pages in question should 
do much to dispel the completely mistaken, but far too wide- 
spread, belie! that the British Government pursues a retrograde 
policy tow’ards agriculture. Greater praise cannot be given to 
Professor O’Brien’s work than by saying that it is too short ; one 
could indeed wish that its 180 pages had been doubled in number. 
He must add to the debt of his readers by giving them, in the next 
edition, his views upon many questions in addition to those ho 
has so ably dealt with in a work which deserves tlie widest })ossible 
circulation among economists, agriculturists and the general public. 

J. A. Venn 

The Reserve Banks and the Money Market, By W. Randolph 
Burgess, with an introduction by Benjamin Strong. 
(Harper & Bros., New York and London. 1 927. Pp. xxiv f 
328. 125. U,) 

Mil. Burgess’s book on the Federal Reserve system makes 
an admirable introduction to the study of that subject. The 
text is clearly and simply written ; there is an excellent apparatus 
of diagrams and summaries to assist the reader. Mr. Burgess 
describes what is most important in the constitution and functions 
of the Banks ; he is more interested in their present situation 
than in their history, and only treats of the past when a know- 
ledge of it is necessary to an understanding of the system as it 
is. Students in search of new things will find in Chapter IX a 
very interesting analysis of the day-to-day relation of the New 
York Banlc to the market. And from the book as a whole they 
will gain a new insight and sense of iwoportion by learning the 
weight which one intimately familiar with the working of the 
system attaches to its several parts. 

The book was written too soon to include an account of the 
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events of last year. It is possible that even Mr. Burgess could 
not yet give with certainty a true interpretation of the great 
Stock Exchange boom. But anyone who has read this general 
survey will know enough to perceive that much current criticism 
of Federal Reserve policy was misplaced and ill-founded. 

On the subject of the acceptance market Mr. Burgess observes 
that it is “ far from complete. There ai*e hundreds of domestic 
transactions which miglit be financed through the bill market 
more advantageous!}^ than by the methods now employed. . . . 
The market for bills in this country is now too narrow and too 
dependent upon the Federal Reserve Banks.” These opinions 
are confirmed by recent events. In 1 928 there was an increase 
in bills outstanding of 20 per cent. In the early part of the 
year the market absorbed them; but with the decline in long- 
term lending abroad (a large part of the bills arc usually held on 
foreign Jiccount) and the rise in the call rate, the Federal Reserve 
system had to support the bill market to the extent of $300 
million. Indeed almost the whole of the expansion of Reserve 
credit normal and necessary in the autumn took this form last 
year; the increase of Federal Reserve security holdings was a 
mere $50 million, and there was no extra re-discounting by 
member banks. Finally, the Federal Rcscr\‘c bill rate had to 
bo raised on to a level with the re-discount rate. The system 
has stimulated the drawing of bills; but it has not solved the 
problem of providing a market for them. 

R. F. Harkod 

Christ Clivrcliy 
Oxford. 

Post-War Monetary Stabilisation. By G. Gassel. (Columbia 
University Press. 1928. Pp. 109. I0.v. Orf.) 

This book gives in piiblislied form three out of six lectures 
delivered by Professor Gassed in the University of Chicago and 
the University of Columbia, tiie other three being reproduced in 
another volume entitled The International Movements of Capital. 
It is perhaps unfortunate that the six lectures could not have 
been printed in a single volume and at a more modest price. In 
the present volume the subjects discussed are, (a) Inflation and 
Stabilisation of Currencies; (6) the Stabilisation of the Value of 
Gold ; and (c) the New Gold Standard. Idiesc lectures, however, 
do not contain anything which Professor Cassel has not discussed 
elsewhere. In the second of the three ho returns to the question 
of a probable gold shortage leading to a fall in the world level of 
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gold prices. The argument here is based upon the idea that in 
order to maintain stable gold i)ricc8, the world’s gold stocks must 
increase at the rate of .‘1 per cent, per annum, that being the 
rate which aj) 2 iearcd to be necessary during the period 1850-1910. 
Taken together with the repeated forecasts of an important 
check to world gold production, this assumption would certainly 
point to the existence of a serious danger in the near future. 
But the particular argument which is advanced here is not 
altogether convincing. Post-war monetary conditions are vastly 
different from those which obtained before the war, a fact which 
Professor Cassel stresses elsewhere. But it is scarcely valid to 
postulate such a change and at the same time to assume that 
the monetary demand for gold will continue to increase as it 
would if no such change had occurred. The rates of growth of 
population and of trade are important in this connection. With 
regard to the first, a smaller rate of growth seems to be certain. 
With regard to the second, the prospects arc less definite, but it 
may be some time before the pre-war rate of increase is recovered. 
Equally important arc the possible and probable economies in 
the monetary use of gold. A return to intcnial gold circulations 
is unlikely to bo made on any large scale, and the adoption by 
many countries of the gold-exchange standard has made possible 
an important economy. AVliat is perhaps of greater uncertainty 
is the permanence of this last change. Certain recent events 
have been somewhat disquieting, and if central banks should aiiii 
at maintaining unnecessarily high gold reserves, the danger which 
Professor Cassel indicates is likely to be a real one, even though 
his first assumption may be disputed. The present world golf! 
production only represents about 2 per cent, of the total gold 
stock, and in order to maintain such a proportion, the annual 
gold production must continue to increase. If the mining exiierts 
are correct, that increase is unlikely to occur. In that connection, 
however, there arc three main factors to be considered : (a) the 
elasticity of supply, {h) the development of technical improve 
ments in mining, and (r) the possibility of new discoveries. The 
net effect of the operation of these factors cannot be anticipated. 
The history of gold production has been largely a histoiy of 
spectacular changes. But on the present prospects the import- 
ance of a rational treatment of central bank reserves seems to 
be clear. 

D. T. Jack 

The University, 


St, Andrews. 
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Bankers^ Balances, By L. L. Watkins. (A. W. Shaw Company. 

Pp. xvi + 429.) 

This book consists of a study, extending from the earlier 
years of the century up to 1920, of the movements of bankers’ 
spare funds in the U.S.A. It was awarded the Triennial Prize of 
the Chicago Trust Company for “ the best original contribution 
to knowledge and advancement in the field of business develop- 
ment and the modern trust company.” Both the feasibility and 
the usefulness of such a piece of research result from the existence 
of a large number of banking units — with the correlative absence 
of branch banking — and the peculiar sort of banking stratification 
which is found in America. On November J, 1912, for instance, 
when there were about 25,000 separate banks in the country, 
eight New York banks alone held the spare balances of three- 
fifths of this total. Such a statement illustrates the important 
part played by bankers’ balances, and also their preponderant 
centralisation in New York (and other large cities) previous to 
the 1913 and subsequent reorganisations of the reserve system. 

It has been Dr. Watkin’s task to make an exhaustive survey 
of the effects on balances of these reorganisations ; and, since he 
finds that “ Concentration within New York is more marked than 
prior to the cstablishincnt of the Federal Reserve System ” 
(|). 58), in particular to relate this result to certain disabilities 
asserted to exist in the present working of the banking machine. 
In dealing with these he has given the greater attention to the 
questions as to why the facilities jorovided for in the Federal 
Reserve System have not in larger measure replaced those given 
by banking correspondents ; as to whether the System has 
succeeded in divorcing the funds of the commercial banks more 
completely from the security market ; and what use is made by the 
city banks of the funds whicli they receive from correspondents. 

Of necessity he has dealt with those topics statistically, and 
no fewer than 97 tables and 18 charts are used. In the narrative 
itself there is a mass of statistical detail. The burden of assimila- 
tion — always heavy — ^is eased by end-of-chapter summaries, and 
by a final chapter which is used for collating and reviewing the 
whole of the material. 

A brief review precludes the full citation of the conclusions 
reached. In the main, however, these are made dependent on 
the statistical data and many of them are not new — e.g. it is 
shown that centralisation of cheque collection has tended to 
reduce the necessity for balances. The most interesting, and in 
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view of recent Federal Reserve experience the most significant 
conclusion is concerned with the relative size of resources devoted 
to investment, as opposed to trade finance. In view of the 
obvious importance attaching to the topic prior to 1926 — the 
year to which the study has been carried — it is not discussed at 
adequate length in this big book; and of course events since 
would have warranted even more attention. Yet Dr. Watkins 
has the courage to rebuke the commercial banks “ for the con- 
tinuous stimulation of the security market, loading to the excessive 
output of new securities, and inflation of security prices (pp. 
377-378). Whether or not banking students feel disposed to 
agree with the denunciation, in view of the new interest in 
such a fundamental problem, it will not be unprofitable to scan 
the data made available by Dr. Watkins in an altogether useful 
work. 

J. Sykes 

University College, Exeter. 

The Banking Process. By R. G. Rodkey. (Now York : The 
Macmillan Company. Pp. xii + 354. IO 5 . (yd.) 

The author of this book has been inspired to write it because, 
in his view, all existing American books on banking neglect to 
analyse and describe the actual way in which the American system 
works. Instead, Dr. Rodkey argues, they are overloaded — if 
not overwhelmed — by generalised theory, which is not properly 
and. adequately related to the principles of banking. 

Those English students who have made it their task to become 
tolerably well acquainted with contemporary American bankiiujr 
writings will sympathise with the tenour of the argument, oven 
though, remembering such works as that by Chester Phillips on 
Bank Credit, they may not agree with its absoluteness. In one 
respeet, indeed, they would probably go farther than Dr. Rodkey 
and point to the curious similarity, if not uniformity of treatment 
which has been given to the subject by many American authors. 

On those grounds, then, the book justifies its existence. The 
work entailed by it has, moreover, been done with the thorough- 
ness which marks most American volumes on banking; it is 
printed and arranged with regard for clearness ; and its accuracy 
is estimable. Attributes such as these go far to make it a useful 
text, which, indeed, the author presumably wishes it to become. 
Comment is needed, however, on certain points. One is led to 
doubt, for example, if the whole of the 70 pages occupied by the 
appendices and the index are really needed. Again, in a book 
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having this kind of bias there ought to be a somewhat better 
balance between description and analysis, and conclusions should 
not so often be withheld. Most of all one regrets that Dr. Rodkey 
has tersely but ruthlessly preached the doctrine of Dr. Leaf 
concerning loans and deposits without indicating that ho has 
informed himself on the subsequent discussion which Dr. Leaf’s 
arbitrary statement provoked. 

J. Sykes 

Banhing Theories in ihe United States before 1860. By H. E. 

MiLLini. (Harvard Press. Pp. xi + 240. 1 1 s, Grf. ) 

Tins book is the thirtieth volume of the series of Harvard 
Economic Studies, and it consists of an expanded doctoral thesis. 

The method of arrangement is by topics, of which there are 
four, viz. ; — ^The Utility of Banks as a Source of Media of Pay- 
ment ; The Utility of Banks as Agencies in the Distribution of 
Loanable Funds ; Bank Notes and Bank Deposits ; and Banking 
Policy and the Business Cycle. Around each of these the relevant 
chapters are built, and these in turn are based on chronology. 
The result is to produce a w^ell-arranged volume, which is therefore 
useful for reforcnco purposes. 

The actual historical w’^ork has been done well. There is ample 
documentation, both in the footnotes and in the comprehensive 
bibliography ; the inferences drawn are well-founded ; and a good 
compromise has been struck between word economy on the one 
hand and the making of an interesting narrative on the other. 
Jn respect of all these points Dr. ^Idler’s work is to bo commended. 
More generally, while it is to bo expected that readers will be 
inclined to agree wdth the author that in the 1820’s and 1830’s 
American theory was fifty years behind English theor}^ I believe 
they will find it somewhat of a task to agree that “ In the analysis 
of the nature of bank deposits, of the dogma tliat tlio issue of notes 
against real commercial paper is self-regulative, of the nature of 
the business cycle, American writers seem to have reached sound 
conclusions before their English cousins did ” (p. 5). To judge 
from the cited bibliography of English writers, Dr. Miller is not 
sufficiently acquainted with sources to justify this literal com- 
parison. There can, however, be no doubting the value of the 
study regarded as a whole, and it may bo warmly commended to 
English students of banking history. 

J. Sykes 

University College, Exeter. 
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Government Ownership and Operation of Railroads, By Walter 

M. W. Splawn. (New York : The Macmillan Company. 

1928. Pp. viii + 478. Index. 215.) 

To undertake a study, however abridged, of the world’s 
railway system requires courage. When to this is added an 
attempt at weighing the advantages of State ownership or 
operation of this type of public utility against company ownership 
and operation, the task is indeed a very formidable one. One 
gathers from the preface that without the aid of the Laura Spell- 
man Rockefeller Foundation the task would not have been em- 
barked upon, and one may hazard the guess that without the 
Library of the Bureau of Railway Economics at Washington, to 
which the author pays high tribute, it could not have been brought 
to successful fruition. 

Professor Splawn has played an important part in the sphere 
of Government relationship with railroads and other public 
utilities in the South-Western States, and he is frank in calling 
attention to the shortcomings which any study of the type this 
book exemplifies iiocossarily must contain. Nevertheless, the 
author is to be congratulated upon their relative infrequency, 
and little apology is required for the lack of full statistical data 
concerning the railway systems of such countries as Bulgaria, 
parts of China, and Luxembourg. 

The author has divided his work into two main sections, the 
earlier two-thirds of the book dealing with the available informa- 
tion and past history of the railway systems of Europe, Asia, 
South America, Central America, Africa, India, Australia aii<l 
Canada, with a special (jhapter devoted to the railways of Great 
Britain. The last third of the book commences with a chai)tor 
entitled “What Does Foreign Experience Indicate?,” then 
proceeds to deal almost exclusively with the past history of state 
ownership and construction of public utilities in the United States, 
and the possible effects of Government railway ownership if 
adopted by Congress as definite national policy. An excellent 
chapter deals with the war-time period of Government ownership 
of railways in the United States, which was terminated by the 
Transportation Act of 1920. Whilst it is the final portion of the 
book which will bo of greatest interest to economists, it is upon 
the data contained in the earlier chapters that Professor Splawn’s 
conclusions have been primarily based, although he is under no 
delusion as to the number of difficulties which surround one who 
attempts to make comparison between countries whore traditions 
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vary fundamentally, national outlook differs widely, and the 
bases of statistical measurement may be far from similar. 

Commencing with the “ Small Countries of Western Europe ” 
one finds throughout the earlier portion of the book a remarkable 
collection of statistical tables, from whicli important data may bo 
derived concerning the capitalisation per mile, the mileage 
operated, and the average revenue per passenger-mileand ton-mile. 
Bearing in mind the causes for variation, such figures are of con- 
siderable value, though they must necessarily change to an 
important extent from year to year, and the annual reports from 
which they are derived are only available many months after 
the year to which they apply. Professor Splawn might well 
have pointed out that in the case of Government-owned lines this 
lag far transcends that of company-owned systems. The 
accounts of France, Germany and Italy are pcrhai)s the most 
striking ones in the European sphere, while Argentina, in the 
South American section, followed later by South Africa and India, 
present a clear and concise picture in comparatively few words 
of the difficulties facing a State in the construction and adminis- 
tration of a large railway system. 

The author’s discussion of the problems connected with the 
causes which led to the formation of the Canadian National 
Railways is possibly the most brilliant study contained in the 
book, although the analysis of Government railroad ownership 
during 1918-1920 in his own country is evidence of a remarkable 
insight into a period the adequate description of which has battled 
many economists. 

One cannot quite agree with the author in his comparison 
between the railways of Holland and Belgium, for the latter, 
unlike the former, is primarily industrial, and its prosperity in 
recent years has been largely due to the efliciency of its railway 
organisation, whoso present progress is one of the finest tributes 
to the benefits derived from separation of Government and 
railway finance. Similarly one is surprised that electrification in 
Switzerland is dismissed in one paragraph. The electrification of 
that country and its railways was a definite national policy, and 
stands out as a formidable example of the benefits of State owner- 
ship and operation. Again, the author is not quite accurate in his 
statement as to taxes on railway passenger travel in Great Britain, 
while it is incorrect to say that Spain “ is introducing the standard 
gauge for dl lines.” With economies effected of over £6,000,000 
last year compared with 1927, it does not seem quite accurate to 
state that “ It appears that consolidation of railroads in England 
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has failed to produce^economies,” though it is certain that The 
benefits promised have not been realised.” It is only fair to add 
that Professor Splawn had written his book before our 1928 
accounts were made public, but few will agree with his dictum 
that in 1927 “ Much of the falling off in passenger business was due 
to passing of dividends or curtailing dividends during 1926.” 
Loss of national purchasing power and road competition would 
have been a somewhat bettor phraseology. 

Lastly, one might have expected that the chaotic state of 
railway finance in Austria and certain other continental countries 
would have been connected with the temporary luxurious policy 
of inflation indulged in by those nations. Yet all these are in 
reality minor points which do not materially detract from a most 
valuable contribution to the study of European railway finance, 
and tribute is due to the author for the admirable way in which 
he has contrived to include “ multum in parvo.” Whether one 
turns to Tunis, Madagascar, or Paraguay there is to be found a 
most useful outline of railway progress, and the discussion of the 
Indian position is of greater value by reason of its equity and 
freedom from bias. 

As with other unbiased students of the relationship between 
the railways and the State, Professor Splawn, like the late Sir 
William Acworth, from whom he quotes liberally, comes to the 
conclusion that the dangers of State ownership are in reality 
greater than any to bo feared from well-regulated company 
ownership or operation by lease. He has drawn with commendable 
adroitness the picture of comparative efficiency of the PreiKli 
company-owned lines with their State-owned neighbour, and lie 
might have stressed the point that the present success of the 
Canadian National and German Railway Companies, the two 
largest railways in the world, is in part resultant from being 
placed under executives trained in company management and 
both frank to acknowledge that the efficiency of their systems is 
proportionate to their divorce from national finance and political 
control. 

The bookconcludes with a discussion of the possible advantages 
of Government ownership in the United States, and it is note- 
worthy that almost all the advantages are those which could also 
be derived from consolidation, though it is admitted that ” thirty- 
three existing systems do more than ninety per cent, of the busi- 
ness ” and ” Consolidation has gone forward to where there is not 
much more to be realised from possible economies of unification. 

This book will prove of great value as a source of reference, 
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but to those keenly interested in Government policy it can be 
heartily recommended as a means of profitable study, and most 
readers will agree that the “ United States cannot look to foreign 
experience to guide them in shaping their policies with reference 
to ownership and management of railroads.” 

Typographical errors are few, but it is unusual to find mis- 
placed lines in products of the house of Macmillan, and one could 
wish that the pages were evenly cut, though the author’s excellent 
index makes up for these slight short-comings. 

C. E. 11. Sherrington 


Railroad Regulation since 1020. By D. Philip Locklln, Ph.D. 

(A. W. Shaw Company. Pp. vi [-211.) 

Some day somebody will write a book on the economic conse- 
quences of our llailways Act, 1021, and there will be an interesting 
story to tell. In the United States their corresponding Trans- 
jiortation Act, passed one year earlier, lias already undergone 
vigorous review in quite a number of publications despite the 
fact that all the provisions have not yet been completely carried 
out. It is indeed early to expect anything critical which may be 
(jailed standard, because so much is still based on probable 
rather than past experience, yet there is value in tracing the 
course of events wliich have already taken place, and tliis is the 
intention of Mr. Lo(jklin’s small book. It is true, on the one 
hand, that one cannot look for much original criticism or the 
revelation of new points of view in it, since the aim, broadly 
speaking, has been merely to talvc certain of the major regulative 
provisions of the Act and follow their respective developments 
during the years 1920-7. On the other, the accepted and well- 
digested arguments for and against certain controversial courses 
of action have been summarised in the endeavour to present the 
student with perspective on the questions at issue, for it is as a 
text-book for elementary courses in railway transportation that 
the book is designed. In fact, herein lies its virtues as wtU as 
its vices. One can imagine the various chapters as separate 
lectures, in each of which the attempt is made to collect the 
scattered material on its subject-matter in such a way as to 
save the harassed student the time and effort which WDuld be 
spent (not' unprofiitably, maybe) in browsing among official 
reports and other publications. The author w'ould claim little 
®iore for them. The result is a very useful descriptive guide to 
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the labyrinths of regylation since 1920, which fulfils its jjurpose, 
however limited that purpose may be. 

C. D. Campbell 

The University, 

Manchester, 


Factory Legislation and its Administration. By 11. A. Mess, B.A. 

(P. S. King & Son, Ltd. 1926. Pp. 228. 12.s’. 6(/.) 

TiiE period dealt with in this book, 1891- 1921, is the period 
of elaboration and detailed application of the princij)les of health 
and safety so hardly won in the preceding period. Mr. Mess is 
a competent guide through the tangled mass of piecemeal legisla- 
tion which has resulted, and he provides us also with a concise 
summary of the present position and of the directions in which 
further legislation is most urgently required. 

So far as industrial conditions arc concoiaicd the period is one 
of considerable improvement, of which the Factory Acts tlieiu 
selves arc as much an oliect as a cause. The greatest advance 
actually due to the Acts is in the admittedly unhealthy trades, 
and here much remains still to be done, particulai ly as regards 
accidents, “ Phis is, of all that is written in this book, that 
which needs to bo stressed most ’’ (}). 215). This being so, it is 
surprising that the evidence and statistics given on this importimt 
subject are not more adequate and detailed. We have to accept 
more or less in faith the statement that if “ appropriate steps ” 
were taken the number of accidents could be reduced ))y at least 
a third in a very few years. 

Mr. Mess is of the opinion that in the sphere of factory legisla- 
tion the establishment of the International Labour Organisation 
is potentially the most important happening of the years 1891-^ 
1924. It is, of course, becoming increasingly reprehensible^ (‘V(mi 
to seem to question such a sentiment. Nevertheless it lias at 
least the appearance of exalting the form above the spirit and 
of confusing the effect with the cause. It is also not very con- 
sistent with Mr. Mess’s general view of factory legislation policy 
and progress. On p. 194 it is stated, “ the sensible method of 
advance will doubtless be in the future as in the ])ast, to try to 
bring conditions in the inferior works uj) to the level of conditions 
in the better works.” The most potent factor operating on 
conditions in the bettor works which has come to light in the 
period is not the establishment of the I.L.O., but the recognition 
in fact of the economic value of the human element in industry 
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and the endeavour by scientific methods to make the most of it. 
Then, as regards the precise nature of new legislation, Mr. Mess 
urges that we should contemplate general legislation based on 
scientifically determined standards at least as regards warmth, 
light, ventilation and cleanliness, which could be applied to all 
places of work, instead of continuing to build uj) new legislation 
by the method of specific enumeration (p. 214). This is admit- 
tedly the ideal and will become practicable, because in the better 
works such scientifically determined standards arc already being 
sought for and increasingly applied. The new conception of 
management thus, it would seem, is both actually and jiotcntially 
the most important fact of the period for the future of factory 
legislation. The I.L.O. will doubtless help to level up standards 
and remove some of the fears of unequal competition which have 
delayed legislation in the past, but this bogy is to a great extent 
already laid, since, in Mr. Mess’s own words, ‘‘ That good con- 
ditions are a sound business proposition has been, broadly 
speaking, established (p. 102). 

Mary T. Raxkin 

U niversity of Edinburgh. 

Factory Organisation. By C. H. Nortucott, 0. Sheldon, J. W. 

WAKDiiorPKR and L. Urwick. (Pitman &- Sons, Ltd. Pj). 

252. Is. i)d.) 

This volume of the Pitman Economic Series represents a 
very successful attempt to present a general survey of the more 
important aspects and the more advanced practices of modern 
factory management, in a way serviceable alike to the practical 
business man and to the student of economics. Although the 
book consists of a number of essays by different writers, it holds 
remarkably well together as a consistent whole, both in form and 
in outlook. This satisfactory result is no doubt fundamentally 
partly due to the fact that the writers have taken up work in 
the same factory and are engaged in the management of some 
of its principal functions ” (p. viii). Each essay represents a 
scientific analysis of actual practice known to the writer, and 
the usual pitfalls which bestrew^ the j^ath of this type of work, 
such as counsels of perfection, inclusion of unnecessary detail 
and overlapping of treatment, have in the main been successfully 
avoided. Mr. Sheldon’s essay on tlu' Organisation of Business 
Control and Dr. Northcott’s on the Principles and Practice of 
Industrial Relations deal with the wiilcr aspects of organisation, 
while Mr. Wardropper’s essays on the Organisation of Production 
and on Records and Costing, and Mr. Urwick’s on Marketing 
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and Advertising and on Selling and Transport are necessarily 
more detailed and technical. The main impression left on the 
mind of the reader by all the essays is, however, the same, 
namely, that of the importance of the human factor in industry. 
In his analysis of the nature of organisation in Chapter II, 
Mr. Sheldon says it is “ a compound of duties to be performed 
and persons appointed to perform them,” and then later : 
“ Efficiency in organisation is indeed to carry out the most 
enlightened labour policy.” The other essays give ample illus- 
tration of the truth of this outlook. To anyone, therefore, who 
wishes to have a clear and practical idea of what the newer 
conception of management implies or what rationalisation may 
mean apart from the aspect of monopoly or competition, tins 
book can be unhesitatingly recommended. Dr. Northcott's essay 
on Industrial Relations is deserving of special attention in tliis 
connection, and all the more so that in the summary of the 
final report of the Committee on Industry and Trade it is recog- 
nised that if scientifically equipped and managed enterprises arc 
to be operated with a hitherto unkjiown intensity, the whole 
range of questions generaliy classed as welfare ” will assume a 
much-increased importance; and that the changed conditions 
will make a much higher (kunand on employers and employed 
for mutual co-operation than has hitherto been customary in 
British industry. Dr. Northcott’s clear and impartial way of 
showing that forms of rationalisation which do not recognise' 
that the ethical and social standards of the workers arc positi\ e 
factors in economic life ^Yill remain essentially unreasonable 
regards the mass of producers, and irrational in tlunr cllects, 
therefore specially useful and opportune. If one might ackl at 
all to the very valuable guidance afforded by tin’s (‘ssay lo tlie 
employer, it would be by insisting more explicitly on the necessity 
for the cultivation of relations between the management of a 
firm and the trade-union oflieials concerned, not only on .iccount 
of the beneficial effect wliich this would have on industrial rela- 
tions in general, but on wage systems in particular. No wagt) 
system, piece-work or profit-sharing, etc. is necessarily'' banned 
by trade unions. They are only banned in so far as, under 
prevailing conditions, they weaken the Union's control over the 
standard rate. Granted then that no wage system is cither 
economically or ethically satisfactory w'hich does not allow for 
reward to superior effort, closer co-operation with the trade muon 
to make this possible must not only be contemplated but 
emphatically urged. 



1929] HENRY : WOMEN AND THE LABOR MOVEMENT 436 

On the more technical aspects of factory organisation the 
unqualified reviewer must hesitate to speak, and nowhere more 
so perhaps than on the problem of advertising, where apparently 
no great reliance can be placed on the guidance of supposed 
common-sense. If, however, it be really necessary seriously to 
warn the advertiser that in certain cases the “ habit instinct ” 
of consumers may be overcome by the “ parental instinct,’* as 
in the case of baby food, when “ the consumer is very ready to 
try a change should the child show signs of sickness ” (p. 183), 
then the psychology of the advertiser should receive more 
attention than it does. 

MaUV T. llANKIN 

Universily of Edinburgh. 

IIos 2 nf(ds and the State, lly Jl. Westland CiiALMEKS. (London : 
Bale, Sons and Daniclsson. 1028. Pp. ix I- 143. Os.) 

Ur. Chalmers’ volume, which is described in its sub-title as 
“ a popular study of the principles and practice of charity,” is 
one of those books regarding which the reader rather querulously 
feels that he was led to expect something different. Almost the 
whole of the slender volume is, in fact, an easy-going narrative, 
drawn from economic history, beginning with the Roman hospe,^ 
and the hospiiium of the English monasteries, and it should 
rather bo regarded as a liistory of philanthropy and of State 
action in regard to the care and the cure of tJie sick and the relief 
of the poor. The last tw^o chapters make a suddeji transition 
to present-day problems of medical politics. Dr. Chalmers’ main 
theme is that in all good works the State has ahva\'s been 
“ obliged to step in and assist even the combined efforts of 
individuals to achieve \vhat is desired.” In practice this is a 
plea for the State hospital. The epilogue touches on questions 
of politics, and finds that man has laboriously const nicteil the 
State as the organised will and conscience of his society.” 

Alexander Cray 

Women and the Labor Movement. By Alice Kenry. (Ne^v 
York ; The Macmillan C^o. 1927. * Pp. xvii 4- 241. Os.) 

Miss Henry has attempted a great deal and has produced 
a volume which is interesting although somewhat diffuse and 
uneven in merit. She describes the entry of women into the 
uiachine industry of the Lhiited States, and, a long w-ay after, 
their entry into the Trade Union movement. The early history 
of women’s Trade Union activity is little more than an enumera- 
No. 165. — ^voL. XXXIX. ^ ^ 
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tion of disconnected strikes : organisations sprang up to support 
a strike, and faded out of existence as soon as the battle was lost 
or won. It is interesting to note the co-operation of the Women’s 
Suffrage Movement with the Women’s Trade Unions, and the 
influence exerted by the middle-class Women’s Trade Union 
League, founded on the British model. 

The description given of the present position in the women’s 
Unions, and in the Unions admitting women to membership, 
would have been more valuable if there had been some indication 
of the proportion which the figures quoted bear to the total 
numbers engaged in the industry. The women gainfully em- 
ployed in 1920 numbered, we are told, over 81 millions. There 
are apparently no figures to show how many there were in the 
Trade Unions. The American Federation of Labour does not 
know, and Miss Henry can hardly be blamed for not knowing. 
But there must be records of the numbers in each occupation, 
and when we are told that G,000 w^omcn belong to the Organised 
Bookbinders, 20,000 to the Boot and Shoe Operatives’ Union, 
17,000 to the Railway and Steamship Clerks’ Union, etc., we feci 
that the information would have gained in interest if we had been 
allowed to know how many women these industries employ. 

The industrial problem of America is comj)licated by the 
immigration factor and the negro question. Nevertheless, it is 
something of a shock to the British reader to hear that only ten 
States have a legalised eight-hour day for women, that six have 
no regulations on the subject of horn's at all, and that only thirteen 
prescribe a weekly rest day. Even this must be discounted, since' 
no one State “ has all the legal protection on its statute books,” 
though the practice of many firms is far ahead of legal require- 
ments. It is a pity that the information given in the chapter on 
Industrial Legislation is not amplified. We are told that fourteen 
States have Minimum Wage laws, the decrees ranging from $8*50 
in one industry in 1915 to $18 awarded in another in 1921. But 
only three concrete instances arc quoted, and the two typical 
workgirls’ budgets, set out in detail, show the amounts allowed 
for clothes and for incidental expenses, but not for food or rent. 
Again, while all Americans are doubtless familiar with existing 
practice as regards “ Mothers’ Pensions,” the British reader is 
intrigued and tantalised when he is told that forty-one States 
legislate on this subject, and practically nothing else about it. 

A chapter is devoted to the Women’s Bureau, which was 
established in 1920 as a permanent branch of the Department 
of Labour. The Bureau has for its object the formulating of 
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** Standards and policies which shall promote the welfare of 
wage-earning women, improve their working conditions and 
advance their opportunities for profitable employment.” Its 
services have already proved invaluable, but its scope is limited 
by the fact that industrial legislation is the exclusive prerogative 
of the sei)arate States, and that a Federal institution has no 
power of administration. The coneluding chapters arc devoted 
to a description of the changes introduced by war conditions, of 
the special problems of the negro woman, and of the formation 
of the International Federation of Working Women. 

While the book is readable, the arrangement of the subject- 
matter is not the best. The digressions into the. policy and 
legislative enactments of other countries are somewhat confusing, 
and the mixture of statements of opinion and ideals with descrip- 
tions of fact detracts from the value of what is intended to be a 
scientific survey. And why is a book written in 1923 not pub- 
lished until 1927 ? In view of the rate of American progress it 
ils not too much to assume that many of the conditions here 
(Jlescribed must already be matters of past history. 

H. Reynard 


I 

\rhe Human Faclor in Indnstry and Politics, By AT..FRED 
Hook. (London: P, S. King & Son. Pp. xi-f 211. 85. fid.) 

The last books by Mr. Hook reviewed in these pages dealt 
: with problems of distribution : in the present volume he goes 
' deeper and seeks to isolate the human factor in our economic 
land political affairs. It is a little unfortunate that, before attack- 
■^ing the major problems, Mr. Hook should have found it necessary 
to devote thirteen chapters, nearly one-half of the book, to a 
discussion of the first principles of Physics, Biology and Psychology. 
All that he has to say about the fundamental principles of human 
nature, the capacity to react to external stimuli, the capacity or 
incapacity to think and to reason, might well have been com- 
pressed into a single chapter. The line of argument is clear 
enough, but the reader can hardly refrain from sighing : vocal — 

a>h ! jmssons an deluge,^' 

The great mass of mankind, according to Mr. Hook, can think 
in a rudimentary fashion, but sustained thought is quite beyond 
them, and ‘‘ an elaborate train of thought such as an intricate 
economic argument has no effect on them at all.” Henco in 
Education, secondary as well as primary, a larger place should 
given to practical as distinct from purely mental training, 
* og2 



438 


THE EOOHOMIO JOURNAL 


[SEPT. 


since the majority of the pupils are not capable of profiting from 
the latter. Developing hia theme further, Mr. Hook holds that 
“ man is the victim of a nature for which he is in no sense per- 
sonally responsible.*' He is what external forces have made him : 
his conduct depends on his mental furniture, part of which is 
hereditary and part forced on him by his environment. Starting 
from this hypothesis it is easy to sec how enmity must arise 
between employer and employed, neither of whom is “ Ccapable 
of thinking ** the facts of the other side. Employers can think 
only in terms of output and profit, workmen only in termi^'^^^ 
wages and hours. Each is the victim of the psychology of 
own crowd. The same facts meet us in the world of politi?® 
where quarter is never given to an opponent. In industry ai'® 
politics alike we begin with indifference to the other side, the^ 
passions are infiamed and open warfare is the result. 

For Labour’s attitude of suspicion and dislike to the systen 
of private enterprise, Mr. Hook has two practical remedies t< 
offer. He suggests that employers should restrict their drawing 
from the business to a reasonable remuneration and a fixed rat 
of interest, and that the balance of profit should be kept as a Fun; 
to maintain standard dividends and vages in lean years. Tht 
scheme, as Mr. Hook must know, is not now and has actually 
been put into practice by a few public-spirited employers. H( 
regretfully admits that human nature is against its general 
adoption, but a new kind of education, directed towards the 
establishment of new standards, would help in the right direction. 
Managerial salaries, apart from business profits, are too high and 
incite the jealousy of the wage-earner. A second experiment 
suggested is the formation of “ labour groups,” which would 
contract to supply labour to employers and distribute receipts 
on a basis to be settled by themselves, ’fhese expedients ap])ear 
meagre enough, but Mr. Hook is not concerned to find immediate 
remedies. His aim is to explain why we have become what 
we are, and to preach honesty, patience and toleration. On 
Democracy and Dictatorships, on piece-work, co-partnership and 
other problems, he has many acute observations to offer. But 
the substance of his argument is an appeal for mutual toleration 
in human relations, as a first step towards a change of heart, an 
appeal addressed on the title-page to the Churches, but intended 
obviously for all thoughtful persons. 


H. Reynaki) 
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The Psychology of Socialism. By Henry de Man. Trans- 
lated by Eden and Cedar Paul. (London: Allen and 
Unwin. Pp. 509. 165.) 

The Modern Case for Socialism. By A. W. Humphrey. (London : 
Allen and Unwin. 1928. Pp. 272. 125 . 6d.) 

Mr. Henry de Man’s book is, in his own words, “ a fragment 
of spiritual autobiography.” It is a revised statement of faith 
by one who, while constantly speaking of Marx with respect, has 
fertheless been forced to realise that for the Socialist movement 

I xism, whatever it may have been in the past, is now an en- 
brance, something which neither interprets the times nor 
esponds with the aspirations of the times. Mr. do Man is 
ful to distinguish between Marx and Marxism. Marxism, 
di is what the Labour movement has made of the theoretical 
em of Marx, is alone what matters, and he shows a scarcely 
jd contempt for those who busy themselves with textual 
ment and criticism, and who place reliance on quotations from 
master. As ho says in one place : “ Vulgar Marxism is a 
Lg error; pure Marxism is a dead truth ” (p. 417), and it is 
r throughout that Mr..de Man has no interest in the dissection 
dead truth. His volume therefore is scarcely in any sense a 
cism of Marx ; it is a refutation of much that Marxism has 
0 to mean, above all of the false assumptions of Marxism 
regarding the nature and working of men’s minds. The reasoning 
and the logic of Marx have often enough been refuted; it is 
doubtful whether any refutation, however effective, will ever 
make any difference ; for though Marx purported to rest his case 
on the invincible power of reason, his influence is really based on 
the fact that he represents certain things which are felt, and the 
degree in which these things are felt is neither a matter of reasoning 
nor does it depend on a comprehension of Marxian doctrine. 
Marx, in short, is a collection of Sorelian myths ; and with a myth, 
as with a ghost, one may not reason. Marx may in time become 
for all, as he has become for many, an infinite bore; but no 
refutation, however cogent, will ever detach from him the 
humblest of his followers. 

Mr. de Man’s criticism of Marx is therefore peculiar in that 
Marx is scarcely, if at all, quoted in his pages. Fundamentally — 
if the word may be used where so many phases of the problem are 
discussed — fundamentally Mr. de Man’s criticism is that with 
Marx and in Marxism, Socialism is too much a matter of the 
intellect. “ For Marx, knowledge, awareness, was the primary 
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determinant, the class will was the outcome of class conscious- 
ness ” (p. 29). But Mr, do Man has little difficulty in showing 
that class consciousness was born out of the class war, and the 
class war itself was the outcome of a feeling of class resentment 
(p. 31). The roots of Socialism, in short, are not in the intellectual 
field ; it is not the product of capitalism. Class interests do not 
explain everything ; indeed in the domestic field, as elsewhere in 
international matters, Mr. de Man realises that working-class 
solidarity is but a phrase, empty of significance. There is often 
conflict of interest between different classes of workers within a 
country, as likewise there may be conflicting interests between 
the workers of different countries,* Solidarity, when it arises, is a 
manifestation of the community instinct-*an instinct which is not 
born of knowledge (p. 131). The springs of Socialism, inextricably 
entangled with an inferiority complex, are many; the wage 
question is only one, and not a predominating factor. 

If Marxism misinterprets the springs of Socialism, so also it 
unduly simplifies the problem by its simple dichotomy of tlie 
population into employers and employed, into bourgeois and 
proletariat. Mr. de Man’s criticism on this point, involving a 
plea for the so-called “ intellectuals,” js not merely of interest 
in itself ; his argument here is of importance because it leads to a 
repudiation of one of the fundamental points in Marxism. The 
identification of the State with the rule of the Capitalist class (or 
of any class) is dismissed as a chimscra (p. 199). The State is 
run by the intellectuals, who are neither capitalists nor prole- 
tarians. If Mr. de Man is right in objecting to the simplified 
division of the population into classes and the identification of 
the State with one of these, he perhaps overstates his case when 
(with Aristotle) he adds that “ Politics are not an occupation of 
leisure hours ; they are a specialist’s job.” 

Of the innumerable other points of groat interest in Mr, de 
Man’s treatise only a few can be indicated. Not merely does he 
attack the Marxian doctrine of the State, but he finds in the 
present-day State an institution of the utmost importance to 
Socialism, so that “ to-day, in all the countries of Europe, the 
socialists are the true buttresses of the State ” (p. 311). Nor is 
it merely the State that Marxism misjudges ; the whole idea of 
nationalism has been misunderstood, and it is owing to false 
assumptions on this point that Marxism has become an obstacle 
in the way of international socialism. If anything, one might 
be tempted to suggest that Mr. de Man, in reaction, rather tends 
to overstress the importance of nationality. 
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Lastly, in a notice which must ignore the greater part of a 
lengthy book, it is implicit throughout the whole of Mr. de Man’s 
work that Marxism and traditional Socialism have erred in con- 
centrating too exclusively on material things and on distant 
ends. He himself is undisguisedly reformist; he professes to 
attach more value to the building of a now sewer in a working 
class quarter than to a new theory of the class struggle (p. 468). 
He distrusts all Utopias. And in pushing beyond Marxism, 
Socialism becomes for Mr. de Man something almost entirely 
ethical and spiritual, something infused with the spirit of the 
Sermon on the Mount. Socialism is a passion, not a cognition ; 
its aim is to make men better and happier now. More tersely, its 
golden rule should be : Make yourself better, others happier ” 
(p. 496). Certainly the atmosphere of ‘‘ religious fervour ” 
which Mr. de Man invokes is a long way from traditional Marxism. 
It would be flattery to say that Mr. de Man’s book is interesting 
throughout ; it would indeed have gained considerably by com- 
pression of its five hundred substantial pages. But it is a book of 
great sincerity and courage, and its penetrating study of Marxism 
in the light of to-day is of great value. 

Mr. Humphrey’s statement of the modern case for Socialism 
is chiefly of interest because it exemplifies the kind of thing from 
which Mr. de Man would fain deliver us. It opens with an 
orthodox and somewhat superficial statement of the main points 
of Marxian doctrine. Here is the usual arid statement of the 
theory of value and surplus -value, of the Iron Law of Wages and 
of the Class Struggle. Mr. Humphrey’s indictment of Capitalism 
is at times naive. “ One cannot conquer in the commercial field 
any more than in the military field unless there is someone to be 
conquered. . . . For everyone who ‘ gets on ’ someone ‘ gets 
out ’ ” (p. 64). So far from being the modern “ case for Socialism,” 
this is pure Louis Blanc, and it might well be left undisturbed in 
his pages. Mr. Humphrey is, however, representative of one type 
of modem socialism in the bitterness which masters him when this 
argument leads him to speak of Bankers. He is torn between a 
desire to represent them as of no consequence (“ After all, they are 
only money-lenders ” p. 152), and an equally strong desire to 
paint them as the villains of the piece. “ In terms of human 
existence they determine whether the queues at the Employment 
Exchanges shall be long or short . . . whether children shall be 
well fed or ill fed ” (p. 144). Mr. Humphrey’s argument not 
infrequently reflects a certain confusion of mind. It is true 
doubtless that “ every bankruptcy is a failure of private enter- 
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prise,” but it is an irrelevant truth, since no one has ever suggested 
that under capitalism any fool can make money. Indeed the anti- 
socialist would argue that the possibility of individual failure 
is a necessary safeguard, and that in a system of socialised in- 
dustries, reclining ultimately, on the rates, what is lacking is 
precisely some such automatic chock on inefficiency. The volume 
ends with an orthodox exposition of the principles of Guild 
Socialism — ^which ** at present holds the field ” — an exposition 
which might h«avo boon written ten years ago. 

Alexander Gray 

Marischal College, Aberdeen, 


Citizenship in the Industrial World, By G. A. Johnston, M.A., 
D.Phil. (London : Longmans, Green & Co. 1928. Pp. 
viii + 297. 126*. Gd.) 

This book is rather disappointing. From the Preface and one 
or two passages stating the author’s object and method of treating 
the subject of citizenship in the industrial world, tlio reader would 
expect to find something new and original. But his expectation 
will not bo realised. Dr. Johnston rightly says that Plato’s and 
Aristotle’s views of citizenship are inadequate, and that “ for 
dealing with the complex relationship of citizenship in modern 
industrial life, Greek thought gives little guidance.” He points 
out that in the modern world good citizenship involves not oidy 
an attitude to the State, but also a complicated system of relations 
between the individual and a variety of different associations 
Good citizenship is the right ordering of all our loyalties.” Ibit 
this is not a new conception of citizenship. Nor does the *author 
develop the wider view involved in his definition with the origi- 
nality which might be expected, for in his Preface he says, tin's 
book attempts to deal with the problem of citizenship by a new 
method and from a new standpoint.” 

Chapter I, entitled ** Introductory : what is Citizenship il ” is 
followed by four chapters dealing with the Modern Industrial 
Order, the Citizen as Producer, the Citizen as Consumer, and the 
Citizen and the State. Chapter II is mainly descriptive of what 
the author calls the modem industrial order, or, in other words, a 
description of certain aspects of modern industry. The modern 
industrial order is defined much too narrowly as “ the system under 
which commodities are produced by labour specialised and 
organised to operate machinery on a large scale.” This chapter, 
together with Chapters III and IV, contain a vast amount of 
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information in the aggregate, but it is spread over such an enor- 
mous number of subjects that it is often inadequate in relation to 
the individual topics treated. For example, Chapter III, which 
occupies 105 pages, attempts to deal with the following subjects : 
The Problem of Industrial Production; Waste in Industry; 
The “Rationalisation” of Industry; Industrial Fatigue; 
Industrial Accidents ; Sickness; Maladjustment; Labour Turn- 
over; Labour Disputes; Unemployment; Hours of Work; 
Organisation and Management; Industrial Relations. Chapter 
IV also discusses a long list. Chapter V contains a somewhat 
elementary discussion of such subjects as the nature and functions 
of the State, representative government, and other questions of 
political theory. 

The writing of the book must have involved the author in a 
large amount of reading, and the arrangement of the facts he has 
included must have been a tedious operation. The information 
given is as a rule accurate and clearly stated, though it is not 
always up to date. For instance, it would have been possible 
to get much more recent figures as to the growth of the Workers’ 
Educational Association than those of 1920. Naturally, owing 
to the size of the book and the number of the subjects, they are 
never exhaustively handled. The reader who wants to know 
something about unemployment, hours of labour, wages, the 
distribution of wealth, for example, will be able to discover that 
in each case there are problems, and perhaps the bare outlines 
of the problems themselves. The book is in places very ele- 
mentary, and the greater part is little more than a compilation 
of well-known facts ; it would have made quite a useful book of 
reference if these had been ifiaced in alphabetical order. 

Dr. Johnston takes a more optimistic view of the w^orking 
of the “ modern industrial order ” than would be generally 
accepted. For instance, not everyone would agree with the 
following : “ An industrial magnate, whom overwork renders 
incapable of enjoying even the simplest pleasures of life, is as 
much a slave of the industrial order as the most wretched sweated 
worker.” I have noticed an unfortunate slip in the quotation 
on p. 40 from Professor J. H. Jones’s Social Economics^ where the 
last word should be “ increased ” instead of “ decreased.” 

H. Sanderson Furniss 



444 


THE ECONOMIC JOUBNAL 


[sept. 


Labor Management, By Gordon S. Watkins, Ph.D. (Shaw 
Company : Chicago and New York. 1928. Pp. xvi + 726.) 

By labour management Professor Watkins means what may 
be described as the human side of industry. “ The whole dis- 
cussion,’* he writes, “necessarily centers around the human 
equation in the scheme of industrial administration.” He has 
a great deal to say about personnel procedure, personnel adminis- 
tration, and what he calls personnel science. This is something 
more than scientific management, and it is not identical with 
welfare work. Nevertheless, the book contains a good deal of 
information which is by no means new with regard to both 
scientific management and welfare work. However, the author 
lays no claim to originality, and in one place describes his book 
as a resume. It has taken him ten years to write, and his ideas 
as to the scope of his subject seem to have grown as he pro- 
ceeded, for his interpretation of “ the science of human relations ” 
is so wide that it includes almost every conceivable relation of 
employers and employed. 

The book is divided into eight parts, but Part VI occupies over 
four hundred out of the seven hundred pages. This part, entitled 
“ Problems and Methods of Maintenance ” (by which is meant the 
maintaining of supplies of labour by individual firms), includes 
a great variety of subjects: Labor Turnover; Absenteeism, 
Tardiness and Discipline ; Creating Interest in the Job and the 
Enterprise ; Transfer, Promotion and Discharge ; Wage Systems 
and Financial Incentives ; The Worker’s Participation in Industrial 
Ownership ; The Education and IVaining of Employees ; Educa 
tion and Training of Executives; The Plant Magazine; Safe- 
guarding the Worker’s Health ; Industrial Accidents and their 
Prevention ; Hours of Labor in Relation to Health and 0\itput ; 
The Physical Environment of Work; Company Housing and 
Community Improvement ; Regularizing Employment ; Miscel- 
laneous Personnel Services. The treatment of these topics is 
almost entirely descriptive, and there are, of course, some interest- 
ing facts to be gleaned with regard to American industrial con- 
ditions. The author evidently possesses a wide knowledge of 
industrial problems, and a remarkable power of stating clearly 
and fairly the point of view of both employers and workmen. 
Part II, “ The Historical Background,” consists of a sketch too 
slight to be of much use to students unless they already have 
sufficient historical background to make it unnecessary. 

The book should be valuable to those who want a mass of 
information about American industry in one big volume into 
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which they can dig. Each chapter has a fairly adequate biblio- 
graphy, and there is a good index. 

H, Sanderson Furniss 

Indian Economics. By G. B. Jathar, M.A., I.E.S., and S. 6. 
Bert, M.A. Vol. I, 1928, pp. xii + 497, Rs. 4.8; Vol. IT, 
1929, pp. iv + 628, Rs. 5.4. (Bombay : D. B. Taraporevala 
Sons & Co.) 

Teachers and students of Indian Universities will gladly 
welcome this publication as the best general treatise on its subject 
hitherto published. It has tlie advantage over its predecessors 
of being up-to-date ; and, in view of the rapid changes in recent 
years of industrial conditions in India, and the more strenuous 
efforts recently made to inquire into and record the actual state 
of industrial life, this advantage is very great. The authors are 
also to be congratulated on the merits of their achievement. 
Their plan has been to discuss in a series the most outstanding 
economic problems, to set forth the pertinent facts as far as the 
information is available from authoritative sources, to summarise 
the arguments for the different views that have been advocated 
in relation to each problem, and finall}^ to pronounce their own 
opinion. In doing this they have shown good judgment in the 
selection of topics, candour and impartiality, to an exceptional 
degree, in presenting the opinions of other thinkers, and much 
sound common-sense in their final verdicts. The subjects dealt 
with include agriculture, land tenure, irrigation, co-operation, 
rural industries, urban industries, the tariff, labour problems, 
transport, foreign and internal trade, curroticy, banking, public 
finance, and problems of unemployment ; and, on each of these, 
the book provides a handy store of information. 

It is regrettable that the authors find themselves obliged to 
apologise, and with reason, for an excessive number of misprints. 
But all who have attempted proof correcting of copy set up by 
Indian compositors ignorant of English will sympathise with them. 

G. Stater 


Bantu, Boer, and Briton : the Making of the South African Native 
Problem. By W. M. M.vcmillax. (London : Faber k 
Gwyer. 1929. Pp. xii + 328. 2U.) 

White Capital and Coloured lAthour. By Lord Oltvikh. (London ; 
The Hogarth Press. 1929. Pp. 348. 12 a\ Qd.) 

The delvers in the records of early South African history are 
not open to the charge of neglecting any available sources, and 
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one cannot but admire the public spirit which has prompted so 
much arduous effort in this field, and not less the continuous 
response of the reading public which, one may hope, has duly 
rewarded that effort. Professor Macmillan’s book is a valuable 
addition to the larger and more elaborate histories of writers like 
Cory and Theal, and to his own work, The Cape Colour Question 
(1927). He follows again the track of that excellent and humane 
pioneer, the Rev. Dr. Philip of the London Missionary Society, 
of whoso reputation and work the book may bo regarded as a 
triumphant vindication. Generously he calls his hero “ the best 
South African of them all.” 

The narrative covers a period of some thirty years — roundly 
from 1820 to the middle of the century — during which the oppor- 
tunity of putting the native problem on a just and statesmanlike 
basis came repeatedly to the colonists and the home Government. 
Philip occupies a loading place in the canvas throughout, first as 
the trusted adviser, but later as the candid critic of Governor 
D’Urban, and also, through liis Society, as prompter to the 
Colonial Office and the Kxetor Hall group in London. Philip 
differed from the majority of those around him in believing that 
the native was really a human being, and as such possessed rights 
which his white neighbours would only disregard and override 
at their peril. Perhaps he was apt at times to idealise the native 
unduly. We find him writing, after one of his early journeys in 
Kafirland, “ The Caffres are not the savages we read about in 
books. They are intelligent and are not afraid of conversing witli 
strangers; they are, moreover, well acquainted with their own 
history, and study mankind, if not books ; at ten years old they 
are politicians ! ” Such a generalisation would be an overst ate- 
ment even to-day, but at least it was a safer line of approach to 
the native problem than tlie prevalent conception of natives as 
soulless niggers. To secure for them justice, education, and an 
ample assignment of land was the work of Pliilip’s life, and he 
stands out in these pages as a strong, bravo man of unselfish 
character, of far-seeing mind, statesmanlike judgment, and of 
the highest ideals. He became specially prominent both at the 
Cape and, less publicly, in official and political circles in London, 
when early in the ’thirties European and Bantu came at last into 
collision, and the necessity of readjusting their relationships had 
to be faced by the Colonial Office. 

He was one of the few men who had grasped the fact — at which 
white South Africa persists in boggling even to-day, a hundred 
years later — that the crux of the" problem was the land question. 
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liOt the natives be guaranteed a sufficiency of land, and he was 
convinced that a just administration would find them peaceable, 
tractable, and contented. But the land— or all the best of it— 
was just what the colonists wanted for themselves, and were often 
but little scrupulous in acquiring. That was not the natives’ 
only grievance, however, for they suffered cruelly from the 
“ commando ” system. Under that system, if farm stock belong- 
ing to whites disappeared, native theft was taken for granted and, 
if the spoor could bo followed to a kraal, prompt restitution, 
usually far in excess of the loss suffered, was enforced, though 
often it proved that the missing animals had not been taken away 
at all. 

An exasperating sense of wrong, for which they saw no remedy, 
drove the Bantu to the outbreak of 1834. The storm clouds had 
long been gathering, yet the dilatory, self-satisfied, and ineffectual 
governor, D’Urban, told his Government— and presumably 
believed — that it had come like a bolt from the blue, and that 
neither traders nor missionaries had foreseen it. As the author 
says, “ The misinteri)retation of events that preceded the war of 
December, 1834, may be attributed to the almost congenital 
blindness of many South Africans to the possibility that ‘ Kafirs ’ 
can have grievances, if misguided Europeans (i.e. missionaries) 
arc not so foolish as to draw their attention to them.” 

Convinced that the Bantu suffered from a strong overdose of 
original sin — in a proclamation he called them irreclaimable 
savages ” — D’Urban now follow ed a policy of outright extermina- 
tion. He instructed Colonel Hare (September, 1835) to “Keep 
the country well scoured and shoot all Kafirs found in it,” while 
to another officer he wrote, “ Keep the district clear. You have 
still the right to shoot them ; this is an absolute necessity.” His 
plan was to annex Kafirland, evict the disaffected natives, and 
settle whites on the disappropriated land ; for, as he wrote, 
‘‘ large tracts ” wore to be “ left vacant for the occupation and 
speculations of Europeans.” Certainly the j)unishment meted 
to the Bantu did not err on the side of clemency. “ Our losses,” 
D’Urban reported to the Colonial Secretary, “ were under 1,000, 
theirs over 4,000 of their warriors. There have been taken from 
them also — besides the conquest and alienation of their country — 
about 60,000 head of cattle and almost all their goats; their 
habitations are everywhere destroyed and their gardens and 
cornfields laid waste. They have therefore been chastised ^not 
extremely, perhaps, but sufficiently ” (sic). One wonders what 
“ extremely ” would have meant. 
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One feature of his settlement ” was the creation of native 
“ locations ” in contiguity to European communities, an ominous 
innovation which, as the author writes, “ in time converted the 
fair districts of Kaffraria into a chess-board of black and white 
areas, and the congested slums which disfigure the ‘ Cis-Kei ’ of 
to-day are the result.” He might have said not only the Cis-Kei 
but the towns of South Africa pretty generally. 

Philip protested vigorously against D’Urban’s policy of 
evacuation and repression. Ho favoured the retention of the 
country — already called the ‘‘ i)rovinco of Queen Adelaide 
convince!! that it would be bast for the natives, but he wanted 
these to be allowed to live and develop in their own way as much 
as possible. Ho had “ always thought it would be a good thing 
to take the Caffres as subjects under the British Government 
provided their country is secured to them ; but the dispersion of 
English or Dutch settlers among them in present circumstances 
is a scheme that cannot succeed.” 

D’Urban was making history too fast. The home Government 
was in no mood for adding to colonial liabilities in South Africa 
or anywhere else. In a devastating despatch of December 20, 
1835, after telling DTJrban that the Kafirs had “ ample justi- 
fication ” for disaffection, owing to their long-continued ill- 
treatment, Lord Glenclg repudiated the idea of annexation, 
“ right being on the side of the invaded,” and insisted on a poli(\v 
of clemency. By proclamation of February, 1837, British 
sovereignty in Kafirland was formally renounced, and a little 
later the blundering Governor was recalled, greatly to tlie 
disgust of the white and particularly the Dutch population. 

In later chapters Professor Macmillan tells again the story of 
the Great Trek of 1834-7, and the resulting annexations to the 
British Crown, always keeping in view his leit-niotif — the exposure 
of the mischievous notion that destiny had decreed that the 
nativas should be for all time the chattels of the white races. Of 
the Trek he remarks that it “ accentuated and perpetuated the 
dispersal and the isolation of South African life which have made 
the backwardness of the Back Veld, and in colour policy meant 
in the end the substantial defeat of the enlightened liberalism that 
triumphed in the Cape in the emancipation of the Hottentots in 
1828 and of the slaves in 1833.” 

The narrative is carried on to the early ’fifties, when a fateful 
departure in British colonial policy was inaugurated. Leading 
statesmen at homo had more and more wearied of the colonies 
as “ inordinately expensive ” (Earl Grey and Cobden) and “ dead 
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weights’* (Disraeli); the doctrine of ‘‘safety first” had made 
its appearance ; and even tlie normal fervour of Exeter Hall had 
been chilled by the prevailing spirit of utilitarianism and laissez- 
faire. The result was a policy here rightly described as one of 
“ scuttle.” The homo Government, while genuinely concerned 
that justice should be done to the natives, wanted that precious 
boon too cheaply, and it was not so to bo had. Rather than pay 
the price it decided to case itself of part of the “ white man’s 
burden.” “ No more rights and for heaven’s sake no more 
responsibilities,” ran the slogan of the “ now course.” Whatever 
the objective justifications for the change of front, the determining 
motives must be sought less in moral qualms than in expediency. 
Keeping still faithfully to his brief, the author says of the restora- 
tion of the Dutch republics ; ‘‘ The ‘ abandonment ’ was in efiect 
the cementing of a defensive alliance of British and Boers against 
the natives. British recognition of the republics came thus as an 
act of friendshij), making a season of harmonious co-operation 
between the two white peoples. But this act held all the seeds 
of the disputes that were yet to tear South Africa to fragments. 
. . . Thus established, the republics, while learning more and 
more to cherish their own independence, came little nearer 
recognising the sovereign virtue of broad human freedom.” 
Eighty years ago Dr. Philij) predicted that the native policy 
pursued by the British Government in South Africa, which meant 
depriving the natives of land, and giving it to the Europeans, 
would ‘‘ end in the Caffres becoming a nation of degraded servants 
on their own soil.” Does the condition of the natives generally 
to-day belie this forecast ? 

In his final chapter Professor Macmillan summarises the con- 
clusions to which his researches have led him. Of these the 
reader may be left to judge the drift from what has been said 
already. This is a book not to be read merely as history, but to 
be ” niarkod, learned, and inwardly digested ” as moral and 
parable. The story here so vividly told is ])rcgnaiit with signi- 
ficance for the present day, and for other parts of the African Con- 
tinent than the South. 

Although devoted to an identical theme. Lord Olivier’s book 
is of an altogether different type, being uncompromisingly con- 
troversial in tone, though he might be unwilling to admit it. 
The volume is a revision and an expansion — ehiefly the latter — 
of opinions published over twenty years ago. All who have 
followed Lord Olivier’s attitude and utterances on the Kenya 
labour question must respect him as an earnest and sympathetic 
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advocate of native rights. On questions of native policy he 
also speaks with exceptional knowledge of actual conditions in 
various parts of the world. The fact that he approaches these 
questions from the standpoint of Socialistic theory may explain 
a tendency to dogmatic statement; yet when the pontifical 
robes are laid aside, and he speaks as an ordinary non-inspired 
mortal, he is usually convincing enough. Certainly he wields 
a vigorous as well as facile pen, but it is a pity that it should be 
dipped so often in the gall of animus and cynicism. 

Although Lord Olivier extends his survey over a very wide 
field, the greater part of the book deals with African aspects of 
the native problem, and naturally Kenya is kept well in the 
foreground. The reputation of Great Britain has not yet re- 
covered from the shock administered to it by the revelation that, 
though the British Government had appropriated Germany’s 
colonies on the plea that serfdom — veiled by the euphemistic 
phrase ‘‘ labour requisitions ’’-—had been practised therein, and 
though in Tanganyika it was engaged in all sorts of costly window- 
dressing experiments, designed to persuade the world that true 
freedom flourishes only or best under the British flag, forced labour 
in the worst form was not merely being tolerated but approved 
by British colonial administrators. The consequence is that it is 
to-day difficult for British humanitarians to open their mouths 
in condemnation of the wrongs and injustices committed by other 
nations in their colonial territories; for at once the rejoinder 
comes pat — keep your moralising for home consumption. That, 
is not to say that this country has a specially bad record, the fac t 
being that even if our Government cannot bo said, in a plirjv^cj 
used by Bismarck in much tho same connection, to wear an 
altogether “ white waistcoat,” the waistcoats of Franco and 
Portugal are far more liberally besmirched. Nevertheless, two 
blacks never yet made one white, and in indicting the native 
policy associated with Kenya Lord Olivier is on strong grounds, 
and supported as ho is by a largo mass of unimpeachable evidence, 
he makes out a damning case. Chapters 19 and 20, indeed, in 
which the pros and cons (chiefly the cons) of tho forced labour 
system are considered, are amongst the most arresting in tho 
volume. 

As a contribution to public information and practical con- 
troversy the chapter (25) on “ The Doctrine of Trusteeship,” 
as preached at Geneva but practised genuinely and effectively 
nowhere, is also very timely. If anyone supposes that the 
enchanting doctrines of “ trusteeship ” and ‘‘ a mission of civilisa- 
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tion** are going to “work of themselves,” so to speak, he will 
be disillusioned after reading this chapter. Lord Olivier tears 
into tatters the conception of colonial territories as “ estates ” 
which Europeans are cntiliad to develop and exploit in the interest 
of their countries’ commerce and industry, and with Kenya and 
South Africa in mind as object lessons, he contends that “ unless 
and until the programme of development, whether public or by 
private planting and enterprise is considered and regulated from 
the point of view of the direct interests of the natives and not 
from the point of view of developing the European Imperial 
“estate,” with merely the excuse of the pretext that indirectly 
and in the long run the native will benefit, the whole claim of 
European Powers to be acting as trustees for the natives and the 
claim of our own Colonial Office to be administering in the interests 
of natives is conspicuously hypocritical.” 

Incidentally the author treats with the contempt it deserves 
the common caricature of the native as a lazy cumbercr of the 
ground except wlien goaded into effort by poll taxes or coerced, 
of course for his good, by benign labour ordinances. He quotes 
a South African representative of “ commercial imperialism ” as 
saying, “ A good sound system of compulsory labour Avould do 
more to raise the nigger in live j^ars than all the millions that 
have been sunk in missionary efforts for the last fifty.” This 
“born tired” theory of the native labourer has to be squared 
with the fact that without the exertions of this pitiable drudge of 
white society the industrial and economic life of tropical and semi- 
tropical Africa w'ould be paralysed. 

The truth is that in this matter the native has much in common 
with his white brother. He rebels — as far as he can or dare — 
against compulsion, but what wonder ? In the abstract probably 
most of us have something more than a sneaking sympathy with 
the native dislike of coercive effort. For it is not the effort that 
repels us, but the coercion ; and human nature is pretty much 
the same all the world over. 

What specially annoys Lord Olivier, however, is the idea of 
natives being forced to labour in order that they may pay taxes ; 
but here he seems to take too tragic a view of what is admittedly 
a source of abuse and grievance. Probably most people will 
agree that direct compulsory labour, oven as an incentive to 
tax -paying, is objectionable ; since it is notorious that compulsory 
tax-paying itself is apt to be deemed irksome without that cir- 
cuitous stimulus. But doctrinaire argumentation of this kind does 
not carry lis far in practical life. Whether we like or dislike. 
No. 155, — VOL. XXXIX. nil 
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his Majesty’s Government has to be carried on, and the citizen 
who accepts the State is bound, grumble as he may, to accept 
all its consequences, of which one is the tax-collector. 

And if, as many Socialist humanitarians wish, native popula- 
tions were to be left to their primitive selves, to follow their own 
traditions and bent, and it were to occur to their paramount chiefs 
to enforce the hateful principle of obligatory labour in worse 
forms, what would happen ? Would the civilised Governments 
of adjoining territories, disturbed by the resulting disquiet and 
incursion of unwelcome refugees across their frontiers, have a 
right to interfere, and if so, why? Inasmmjh as the work of 
civilising native territories costs money, it is reasonable that the 
natives should bear a strictly tolerable share of the expense, 
either in labour or coin, and if pressure has to be applied at all 
it is surely better that it should bo applied judiciously and with 
the least practicable degree of hardship, by public authority that 
can be brought to book, rather than arbitrai ily by native dictators 
of uncertain intelligence and temper. Tlie coercion of native 
labourers in the interest of private profit must be differently 
judged, and one can agree generally with most of what Lord 
Olivier says on that subject. 

Lord Olivier himself docs not appear to condemn all com- 
pulsory labour out of hand, or he w^ould not so far compromise 
as to talk of the necessity of putting “some restriction upon 
the degree and ])acc of development ” of the country or territory 
needing the stimidus of this admittedly undesirable expedient, 
a stipulation which is palpably just. Is it not possible, however, 
to apply a form of quasi-compulsion free from the present 
objections ? Let me carry further the analogy already suggested. 
Civilised man, living in organised political communities, accepts 
and obeys more or less readily the rules and restraints \^'luch 
are collectively enacted for the harmonious ordering of the common 
life. He works, as has been said, not always or perha})s very 
often for the reason that he loves work of the kind he has to do, 
but because work cannot be evaded — in effect, if not in theory, it 
is compulsory. Ho also pays taxes directly or indirectly — again 
not always cheerfully, but because so to do is an implicit condition 
of the political partnership, and to default would not be playing 
the game. Let the native be brought into a similar “social 
contract ” as a free man; then, while the necessity of working 
and pajdng taxes will remain all the same, the irksomeness will be 
lessened, and the odium disappear, whether the political system be 
that of a modified capitalism or of a Socialism purged of its grosser 
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crudities. Where white and black communities live side by 
side, and a common citizenship is recognised as for the present 
either impracticable or inexpedient, it should not bo beyond the 
capacity of statesmanship to devise a dual system of government, 
each community having its separate legislative body, with the 
appropriate powers and functions, and such reciprocal safeguards 
as circumstances show to bo necessary. Several years ago, 
before General Hertzog had launched his political and agrarian 
proposals, in writing on the native problem as I had studied it in 
the South African Union (South Africa : PeoplCy Places, and 
Problems), I suggested this method of approacli to tlic difficult 
question of segregation, and I am still convinced that a hope, at 
least, of racial accommodation might be found on some such linos. 

These remarks may justify a final criticism of what in my view 
is most amiss with Lord Olivier’s book, thoughtful and thought- 
provoking though it is. I refer to its far too negative character. 
His fundamental contention is that the natives shall not bo hustled 
too quickly and too roughly into wiiat we call “ civilisation,” 
and that their civilisation shall be of the right kind, and suited to 
their traditions and needs. That view all right-minded people 
must share. One could have wished, however, that he had dealt 
more frankly and fully with the practical questions which it raises ; 
but it is just on the constructive side that he falls short. It is 
easy to tell people that the way they arc going is wi’ong ; it is 
far more helpful to put them on the right track. This positive 
assistance Lord Olivier too often withholds. Excelling in criticism 
as few writers on his subject do, as a constructive thinker and a 
practical guide ho fails to do full justice to his wide knowledge 
and his outstanding abilities. None the less, his book is one 
that cannot be neglected. 

W. H. Daw'SON 

V oeuvre economique de Jean-Baptiste Say. By Ernest Teilhac. 

(Paris : Librairic Felix Alcan. 1927. Pp. 392.) 

Jean-Baptiste Say, it must be acknowledged, has for the 
present generation tended to move into the background; in a 
foot-note he receives credit for his work of ‘‘ vulgarisation ” of 
Adam Smith, and it is remembered that once (and perhaps still) 
ho was known as the author of a “ theorie dcs debouches,” 
which was regarded as a cardinal addition to enonoinic tlieory. 
Yet it would be foolish to deny the very great influence wdiich 
Say exercised; perhaps more than anyone (taking the world as 
a whole) he taught the early nineteenth century its poUtical 
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economy, and particularly in America his treatise approached 
as near to a best-seller as a text-book on Political Economy is 
ever likely to do. It would be perhaps a question of literature 
to consider how far the triumph of Say was ultimately due to 
his clarity, his orderliness and his limpidity of style. The 
common judgment may be right, that Say had not much to give 
apart from what he reeeived from others ; but even those who 
hold this view should add that in the task of exposition he was 
assuredly in the first rank. 

M. Teilhac has undertaken a pious work of resuscitation (in 
which patriotic motives play a certain part); for what he has 
essayed is no less than a survey of the history of Political Economy 
with Jean-Baptistc Say in the place of honour. Probably a 
re-perusal of Say would lead many to the conclusion that Say 
deserves a higher place than that to which he has been relegated. 
Nevertheless, the various theories wliich are more specifically 
associated with his name arc at the most minor modifications or 
variations in emphasis. This is perhaps especially so in the case 
of the Loi des Debouches, which for long was regarded as Say’s 
passport into the company of the immortals. The precise natiii e 
of this theory may be recalled by three sentences in Say’s owi. 
words. We ought not to say (observes Say) : “La vente ne va 
pas, parcc que Targent est rare, mais parce que Ics autres produils 
le sont.’’ Again : “ il se trouve ton jours qu’on a paye des 
produits avee des produits.” Lastly : “ on voit done que le 
fait seul de la formation d’un produit ouvre, des I’instant memo, 
un dcbouche a d’autres produits.” But the essence of all this 
can be found, for instance, in Quesnay’s Dialogue du Commerce, 
where he says categorically, “ que tout achat est vente, ct quo 
toute vente est achat ” ; that the mercantilist doctrine of selling 
more than is bought merely aims at a “ commerce commence.” 
Nor are the conclusions drawn by Say from the Loi des Debouches 
(as, for instance, that each is interested in the prosperity of all) 
different from those to be found in Smith or Quesnay. >Say’s 
conclusion, that “ on nc gagne rien avec des peuples qui n out 
rien k vous donner,” is but an echo not only of a familiar passage 
in Smith but also of Quesnay ’s dictum : “si ceux avee qui nous 
commerfons n’etaient pas riches, nous ferions un pauvre com- 
merce.” 

If a later generation refuses to be greatly impressed by the 
iheorie des diboiicMs, more credit may be allowed to Say for his 
work of systematisation and arrangement of the accepted body 
of doctrine. Moreover, in his rather curious analysis of the 
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threefold operations common in all industry — the work of h 
savant^ V entrepreneur^ and Vouvrier — Say pushes the entrepreneur 
into a position of new importance. To be the father of the 
entrepreneur, and such Say may claim to bo, is no inconsiderable 
honour. 

M. Teilhac approaches his work with certain high qualifica- 
tions. He is erudite, and there is little in the development of 
economic doctrine in the last 150 3^cars that has escaped him. 
More especially, as ho has shown in another work, he has an 
unusual knowledge of American economic literature. The present 
study falls into two parts, the first of which is devoted to Say’s 
life and an analysis of his work, in the main viewed from the 
angle of the Loi de^ Debouches. The second part, which in bulk 
amounts to half the book, is concerned with “ Ics origines ct 
rinfluence,” and since, for M. Teilhac, Say is more or less the 
central figure in Political Economy, this comprehensive sub-title 
enables him to wander from the beginnings of doctrine down to 
Aftalion and Veblen and others of ^^esterday and to-day. It is 
indeed surprising to observe how finety-meshed is the net which 
M. Teilhac draws through the sea of economic literature. 

Yet though there is much that is of value and much that is 
of interest in M. Teilhac’s discussion, his is scarcely a book that 
can be read with pleasure. lie is singularly lacking in the 
qualities which distinguish his hero. The French virtues of 
orderliness, clearness and simplicity arc not here exemplified. 
Even of Say’s doctrine tlicre is nowhere a clear statement which 
could be comprehended by the ordinary man; if such a one 
desires to understand Say, let him read Say rather than this 
exposition of Say. M. Teilhac is too anxious to fumble in the 
philosophic depths, to lay hold on intangible relationships, and 
the result is an orgy of nebulous words which doubtless have a 
meaning to those accustomed to use them, but which leave all 
others speechless and uncomprehending. Let us, as the Scots 
lawyers say, oxpiscate two examples at random. Here is the 
relationship of Say to the Physiocrats : 

“ L’oeuvre de J.-B. Say fut, d’une part, do reduire leur 
naturalisme social au seul naturalismc economique, e’est-a- 
dire leur individualisme fin au seul individualisme moyen, 
leur rationalisme au seul naturalisme, mais d’autre part de 
doubler le lib6ralisme economique du lib6ralismo politique, 
d’unir I’^conomie liberale et la politique d^mocratique ” 
(p. 194). 
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And here is a sentence bearing on our own Malthus : 

‘‘ En d’autrcs termes, non seulement Malthus adopte ce 
naturalisme 6conomique qui n’atteint Tindividualisme-fin 
. que par rindividualismc-moyen, mais, dans la mesure pessi- 
miste de ce naturalisme utilitaire, dans la mesure oh Tindi- 
vidualisme-moyen nc realise qu’imparfaitement Tindividual- 
isme-fin, il essaie, par un prodigieiix renversement, de fairc 
bel et bien de cclui-ci Ic moycn de celui-la.” 

These are scarcely the terms in which most of us would sum up 
Malthus, if left to ourselves. Rather are we tempted to exclaim 
with Pantagriiol ; H'hat devilish language is this ! 

Alexander Gray 

Marischal College, 

Aberdeen. 

Capital and Finance in the Age of the Renaissance. By Richard 
Ehkenberg. (London: Jonathan Cape. 1928. Pj). 390. 
2ls.) 

The original (189G) edition of Ehrenberg’s Zeilalter der Fngger 
was fully reviewed in the Economic Journal of 1898 (Vol. VIII 
pp. 100-102). The work was there acclaimed as “one of the 
most valuable recent contributions to economic history . . . 
entirely based on hitherto unexplored, or at least little explored, 
sources of contemporary documentary evidence.” This favour 
able verdict has been confirmed by all later economic historians, 
and the need for an English version has long been felt. The 
Fuggers were the most powerful financial family of the earbu'i' 
sixteenth century, and a full analysis of their activities in coni- 
merce, industry and politics might almost serve as an introvl action 
to the general economic history of the period. Dr. Elir( nl)erg 
did not, however, confine his investigations to the business of 
the Fuggers. He studied also (though necessarily in less detail) 
the activities of all their rivals, whether Germans or Italians, 
Spaniards or Nethcrlanders. In his second volume he traced 
the growth and organisation of such international money markets 
as Antwerp and Lyons during the sixteenth century. He dealt 
also at considerable length with those international financial 
crises which made the later sixteenth century a critical period in 
the economic history of England and of all other European 
countries. In the concluding section of his work Dr. Ehrenberg 
described briefly the development of public debts during the 
succeeding two centuries, and traced the rise of modem stock 
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exchanges in various great European cities. This was the least 
authoritative part of his work and was, perhaps, not intended to 
be more than an epilogue. But this epilogue will have served a 
useful purpose if it helps the English reader to see the Bank of 
England and the South Sea Company in their proper relationship 
to contemporary financial develoi)ments on the Continent. 

The present translation is not by any means a complete 
edition. From the preface and the translator’s note it might be 
assumed that the portions omitted were inconsiderable ; actually 
they amount to more than a quarter of the whole work. The 
serious student will be glad that the references mentioned in 
Dr. Ehrenberg’s notes have been retained ; but the notes have 
not been translated in full, and even the references themselves 
have not all survived. Some minor mistakes in the original 
version might have been corrected if the author's own list of 
errata had been consulted. Thus on p. 240 (line 9) commidad 
should be comunidad ; and on p. 142 (line 13) the word “ other ” 
should be omitted, as it obscures the meaning. In a book of 
this kind it would be a miracle if misprints were absent. Two 
transposed letters and an omitted comma on p. 15 make the 
translator invent a race of ‘‘ Gconese Spaniards ” ; while on p. 17 
(line 8) “ Carolus ” has become “ Cayolus.” Apart from these 
and other lapses in proof-reading, the translation seems to be 
admirably competent. Taking the edition as a whole, the pub- 
lishers are justified in claiming that it provides the reader with 

a fuller study than is elsewhere available in English of the 
financial developments which were the prelude to the industrial 
expansion of the seventeenth and eighteenth centuries.” 

A. Redford 

University of Manchester, 


Le Corporazioni delV A ntica Firenze, By Giuiao Gandi. (Confed. 
Naz. Fascista dei Commcrcianti. 1928-Anno vii. Pp. 
viii + 270. 12 lire.) 

Now that the Corporative State has been established in Italy, 
the Fascist regime is inspiring scholars to reveal its intimate 
connection with Italy’s historic past and compare it with alien 
alternatives, such as Liberalism and Socialism. Hence the 
revival of interest in those spacious times when Italy was the 
economic schoolmaster of Western Europe. Hence the increased 
attention devoted to the medieval gild — the numerous articles 
in the monthly reviews and the recent exhibition of gild docu- 
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mcnts at the Sforza Palace, Milan. Hence this book, the objects 
of which are to popularise the corporative regulation of economic 
activity and make the average Italian realise the organisation and 
functions of the medieval gilds. It is dedicated to the Minister 
of Corporations — ^Mussolini. It is published by the Confederazione 
Naz. Fascista dei Commcrcianti — the Confederazione has itself 
adopted the eagle of the old Calimala gild as its crest. 

Signor Gandi has done his work well. He has succeeded in 
presenting a vivid and attractive account of economic life and 
its relation to the religious and artistic activities of medieval 
Florence. Judicious selection from the statutes of the various 
gilds brings before the reader their manifold efforts — amazingly 
minute in detail — to restrict the economic egotism of their 
members. There is, however, no mention of the weaknesses 
inherent in the medieval economic system. Signor Gandi makes 
no original contribution to knowledge, but his pages reveal a 
close acquaintance with the work of Penizzi and Davidsohn 
and such recent monographs as those of Sapori and Ciasca. For 
those who are unable to obtain access to Edgeumbe Staley’s 
Oilds of Florence, Signor Gandi’s book would bo worth buying 
for the sketches and photographs alone — many of them repro- 
ducing buildings and streets of Florence, now destroyed. 

J. Lembeuger 


Queen's University, Belfast, 



NOTES AND MEMORANDA 
The United States Balance of Payments ^ 

To a worker in the field of economics one of the thoughts 
that sweetens the passage of the years is that day by day the 
world is becoming more fully equipped with accumulating and 
improving records. To this result the United States Department 
of Commerce makes regular and voluminous contributions, not 
the least instructive of which is comprised in its estimates of the 
innumerable groups of items entering into the sum-total of 
America’s transactions, on public and private account, with 
other countries. The estimates for 1928 have now been published, 
and their presentation reveals once again an admirable readiness 
to abandon old methods in favour of better, sparing no pains to 
render the results as accurate as possible and as technically sound 
as circumstances will permit. With the best will in the world, 
however, with almost unlimited personal and financial resources, 
and with the wealth of data available — ^far exceeding that in any 
other country — the estimates remain nothing more than estimates, 
and in some instances little more than guesses. Consequent!} , 
while America’s balance of payments is on record in greater detail 
and in a higher degree of accuracy than for any other country, it 
must not be supposed that perfection has yet been reached. 
Perfection, true, must be regarded as a relative term, and the 
American estimates come very near that definition if account 
bo taken of the natural limitations still existing. 

The table on p. 4G1 shows the principal items entering 
into the American balance of payments in the past two calendar 
years. They have been divided into four groups, two of which 
arc clearly allied, one quite distinct from these two, and one a 
marginal group. The figures relating to movements of goods, 
together with the so-called “ invisible ” items, grouped under 
the heading “ Other Current Items,” make up the current account, 
which comprises a record of incomings and outgoings. The 
credit surplus on this account represents an accretion to the 
country’s net claims upon other parts of the world, while the 
direct estimates of changes in the amounts of these claims and 
of their oS-setting debts are shown under “ Capital Movements.” 

* Rdprinted by poimission of tho Midland Bank from their Monthly Revien^ 
July-August, 1029. 
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This grouping is adopted upon just the same principle as should 
govern an individual’s personal accounts, for these too, as is 
generally recognised, should show the direct relationship between 
purely current income and expenditure, in order that a residual 
balance may bo arrived at which represents an addition to or 
subtraction from the individual’s material capital. As distinct 
from these clearly distinguishable groups of items, gold transac- 
tions, which are also separately shovTi in the table, are of a mixed 
character. They enter into the current account in the sense that 
gold movements sometimes take place because of a malad- 
justment between claims currently falling due against a country, 
and immediate claims of that country against the rest of the 
world. On the other hand, gold transactions are capital move- 
ments in the sense that gold itself is real capital, from tlio 
possessor’s point of view, and in the sense that some gold trans- 
actions represent purely the exchange of one form of capital for 
another. This is so, for example, when bank balances owned in 
one country by the central bank of another arc converted into 
gold, whether the gold is loft in the foreign centre or actually 
shipped to tlic country of its owner. 

The “ Balance of Trade ” and Gold 

The various items in the accounts are well worth careful 
study, though little will bo said regarding them at this jjoint. 
They show the extraordinary complexity of interaction between 
tho different items in the account, and the amazing resiliency of 
a country’s balance of payments. This fact is wnll illustrated hy 
consideration of a very old theory, commonly set forth in books 
of economic instruction written cither before tho present stage 
of understanding was reached, or without realisation that such a 
stage had in fact been attained. Wo were told in the days of 
primitive simplicity that if a country’s “ balance of trade ” »)ioved 
adversely, gold would bo exported to moot the excess claims 
falling due. If, that is, a country increased its imports unduly, 
in relation to its exports, or if it sold fewer goods to foreigners, 
without reducing its purchases from them, then it would have to 
ship gold abroad. The converse was also laid down, with equal 
regard for simplicity in mechanics. It is doubtful whether this 
theory was ever so true as was stated or implied, but of one thing 
we may be assured — that it is certainly not true to-day. Gold, 
indeed, seems to move about for a hundred-and-one reasons but 
these ! Let us take an example from the table. In 1928 the 
United States had a commodity export surplus about $250 
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United States Balance of Payments, 1927 avd .1928 

(MillionB of dollarR) 

Dr. Cf. 


Commodity Trade 



1927. 

1028. 

1 1927. 

1928. 

Merchandise imports . 

4,184 

4.091 

Merchandise exports . . 4,865 

5,129 

Fnrehases of coni and oil 
hunkers abroad 

29 

25 

S.ale8 of co-al and oil bunkers. 60 

Exports of silver . . . 76 

60 

87 

Imports of silver . 

95 

68 

Miscellaneous items and ad- 

Miscellaneous items and ad- 
justments for smuggled 
goods, bad debts, etc. 

240 

313 

just mcnis for bad debts, 
etc. .... 00 

68 


4,508 

4,497 

5,091 

5,334 


Other Current Items 


Freights paid to foreigners on 



Freights received on exports . 

140 

143 

imports . v • • 

206 

227 

Insurance receljd.s 

80 

80 

Insurance payments abroad . 

70 

70 

Expcmditiires of foreign 



Bxpenditurc abroad of travel- 



visitors in U.S. 

103 

168 

lersfroin U.S. . 

696 

782 

Amounts brought In l)y im- 



Immigrants’ remittances 



migrants .... 

35 

28 

abroad .... 

241 

217 

llcccipts from long-term in- 



Payments on foreign long- 



vestuw'nts abroad 

743 

817 

term investments in U.S, . 

203 

2.52 

Jleceipts from short-term in- 



Payments on foreign sliort- 



vestments abroad 

57 

05 

term Investments in U.S. . 

78 

107 

Government receipts on a<’- 






count of war debts . 

200 

210 

Government payments 



Other Government receipt s . 

.57 

53 

abroad, etc. 

86 

110 




Charitable and missionary 



Cinema film royalty receipts . 

75 

70 

contributions abroad 

49 

52 

OUier items 

133 

135 

Iloyalty payments on foreign 






cinema tUms . 

4 

0 




Other items 

51 

53 





1,684 

1,876 


1.689 

1,769 



Gold Moveme.ntr 



Imports .... 

207 

169 

Exports .... 

201 

561 

Itelenscs from earmarked ac- 



Earmarkings on foreign ac- 



counts .... 

23 

188 

count .... 

183 

68 


230 

357 


384 

629 



C'.^riTAL 

tfOVEMENTS 



New U.S, invest mciits abroa<l 

1.600 

2,070 

Now foreign investments In 



J’lirchascs of U.S. securities 



U.S 

8.89 

1,704 

held abroad 

061 

1,153 

Sales of foreign sccuritie.';, etc. 



Eedemption and sinking-fund 



held in U.S. . 

440 

492 

payments 

70 

70 

Eedemption and sinking fund 



Dcoreaso in foreign-owned 



receipts .... 

301 

361 

bank balances, etc. . 

— 

226 





2,337 

3.519 


1.642 

27657 

JitilnuM dve to errors and 






omissions . 

47 

40 





8,806 

10,289 


8.806 

10,289 









million larger than in 1927. But were foreigners compelled to 
ship more gold to the countrj?^'? On the contrary, whereas in 
1927 the United States actually sold about §150 million of gold 
to other countries, in 1928 she sold even more, about §270 million. 

A later defence of the theory was grounded on the statement 
that commodities w^ero not the only things to he taken into 
account in estimating the “ balance of trade ” ; there were 
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“ invisible ” imports and exports — those mysterious transactions 
which the ordinary man thought wore extracted from Alice in 
Wonderland, since what seemed to him clearly an export was 
often called by economists an “ invisible ’’ import. However, 
even when this idea w^as clearly grasped the facts unkindly 
refused to fit the theory. Let us consult the table again. On all 
current accounts, including invisible items but excluding gold, 
in 1928 the United States attained an export surplus of well over 
$700 million, as compared with one of loss than $600 million in 
1927. Surely here was a situation in which foreign countries 
sknply could not help sending gold ! But, as we know, the 
movement of gold was in precisely the opposite direction. The 
fact is that international caxntal transactions and short-term 
borrowings are by far the most immediately potent factors in the 
movement of gold. 

The reason for the refutation of the old and simple theory is 
to be found in the transactions on cajutal account, and it becomes 
more and more clear that gold moves, not as the result of any one 
group of items in the balance of payments, but as a consequence 
of a concatenation of all sorts of different facts, varying widely 
in their character and origin, and having infinite reactions and 
interactions. The same applies, not merely to the gold item, but 
to all the others except those representing the fulfilment of an 
unvarying collection of long-term contracts, such as receipts on 
account of war debts. No single item or group of items can he 
regarded as either wholly causal or wholly resultant, nor are the 
most important proximate influences in determining their sizi* 
to bo found in the size of other items in the account. Factors 
of prices, exchange movements, and accidents of business, politics 
and act of God are probably far more important in affecting the 
size of the different items than movements in other individual 
items. The relationships between all the different kinds of 
transactions constitute a field of study which is as yet almost 
unexplored, and the Department of Commerce is to be congratii- 
lated on its constant references to the obscurity which surrounds 
it and the complexity to bo found within it. 

Ono of tho most useful innovations in the latest bulletin is tlio 
publication of a table of revised and comparable figures covering 
the entire period 1922-28. These figures have been summarised 
in the statement on p. 463, in which movements of gold and 
of paper currency have been entered in the current account m 
order to bring out clearly the changes in the capital position 
of the country, as arrived at by the residual method. The 



1929] THE UNITED STATES BALANCE OP PAYMENTS 


403 


changes as computed by direct estimates are shown in the capital 
account, the differences between the results on the residual and 
the direct systems being attributable to errors and omissions. 

Summary of United States Balance of Payments, 1922-28 


of dollurs) 


1922. 1923. 

1921. 

1925. 

1926. 

‘ 1923. 

Import (-) or export ( 1 ) surpliia 
on current account 

Commodity trade . . . +.589 H 206 

•' Invisible " Items . . . —145 2 

Hold, and paper currency . - 194 -245 

+ 882 
- 80 
-236 

•1 633 

1 -120 

1 -i- 72 

+278 

- 73 

- 72 

^ .583 + 837 

4 5 - 107 

1-154 + 272 

Net increase or decrease in debts 
due from abroad . . . 12.50 - 37 

1.566 

1 -i .5.sri 

! 1 133 

1 742 1 1,002 


CliauKCS on capital account : — 

JJet loug-tenn lending to ( - ) or 

borrowing from ( ^ ) abroad . -685 -!- 30 : -733 1 -r,60 540 - 6<>5 736 

Net short-term do. . . +375 + 3| -» 216l - 04 3.M) • 326 

Total .... -310 .33 i -517 60.5 

Di^icrepancy, due to errors and uwis- 

sions , CO — 40 .3(5 — 47 

‘ Paper currency is iiKiuded in tlie Uguroa for the iirst four years only. 

It will bo noticed that no very regular trend is observable in 
the residual figures. In 1022 the United States lent a sulistantial 
amount abroad; in 10211 there was no surplus available for this 
purpose; in 1024 and 1025 large net amounts wito invested 
outside the country; in 102G a relatively small sum; in 1027 a 
much larger amount again; and in 1028 a still higger sum, 
surpassing oven that achieved on Great Britain’s balance of 
payments, which amount was itself, at £150 million, the largest 
since 1023. The figures for 1028 must therefore bo written 
down as pre-eminently acceptable to Americans, in that they 
gave full scope for the employment of the phrase ‘‘ all-time 
record ” and its numerous and not always musical synonyms. 

The unpreccclonted increase in 1028 in America’s claims on 
other countries w'as disproportionately divided, as the table 
shows, between long-term and short-term lendings. Three- 
quarters of the surplus available from current account ot^erations 
was used to strengthen America’s long-term capital position, and 
one-quarter to strengthen her short-tcriii relationships. On 
long-term account the United States, already a creditor, invested 
large net sums abroad, while on short-term account America the 
debtor reduced her outstanding indebtedness to other countries 
by a substantial amount. Thus we find that United States 
long-term investments abroad at the end of 1927 Vi crc estimated 
at between $11,500 and $13,500 million, while the total for a year 
later was set between $12,555 and $14,55o million. These 
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figures exclude any capitalised amount in respect of war debts. 
As against these totals, it was computed that foreign long-term 
investments in the United States at the end of 1927 amounted to 
about $3,700 million, and this figure is apparently accepted as 
true also of a year later. At the end of 1928, then, the United 
States was a creditor country in respect of long-term claims to a 
net total of, let us say, very roughly, $10,000 million. By contrast 
with this strong creditor position, America was estimated on 
short-term account to be in debt to the rest of the world, at the 
end of 1927 to a not amount of $1,864 million, while the figure 
for a year later was $1,638 million. Consequently, on long- and 
short-term accounts together the United States was a creditor 
to the extent of about $8,500 million. The addition of the 
present value, on a 5 per cent, basis, of the war debts to the United 
States Government would raise the total to about $14,000 million. 
These figures, by reason of difficulties in estimating the individual 
items, and the effect of cumulative margins of error, must bo 
regarded as distinctly tentative, but it is encouraging to note 
that the Department is obtaining more detailed particulars 
which may materially increase the reliability of the resulting 
estimates. 


America’s Short-term Indebtedness 

The figures which show perhaps the greatest initiative in ihoii 
compilation, but at the same time yield the most questionable 
results, are those relating to the growth or decline of foreigii- 
owned short-term funds in America and American short-tenu 
funds in other countries. These items are by their nature ex- 
tremely elusive, and the statistics arc obtained as a result of 
annual questionnaires addressed to numerous banking and 
other financial institutions. The outstanding short-term debts 
between the United States and other countries at the end of the 
past two years, as compiled by the Department, are summarised 
in the table on p. 465. 

It might have been supposed, in view of popular notions 
regarding New York*stock and money market conditions and the 
fluctuations in the sterling exchange, that during last year 
foreigners would have increased their holdings of short-term funds 
in the United States, and that America’s net indebtedness on 
short-term account would have risen. If the figures in the table 
are accepted, however, neither of these developments has 
occurred. The Department of Commerce bulletin contains an 
explanation of this superficial anomaly, pointing out that, 
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(Milliotis of dollars) 

Docoinbor 31 


Debts to United States : 

1927. 

1928. 

American deposits abroad . . . . 

233 

198 

Short-term loans to foreigners 

970 

3,121 

American funds in foreign money market 

33 

28 


1,23G 

1,347 

Debts from United States : 


■MM 

Foreign deposits in United States . 

1.938 

1,751 

Short-term borrowings from foreigners 

Foreign funds in American money market : 

In bank acceptances . . . . . 

107 

275 

40G 

570 

„ Treasury certificates . . . . 

„ brokers* loans . . . . . 

445 

174 

101 

207 

„ other forms ...... 

13 

8 


3,100 

2,985 


■ 

■ M !■ — 

Net United States’ indebtedness 

1,864 

1,038 


although American money rates rose, so also did European; 
that, in addition, foreigners bought vastly increased amounts of 
American goods, so that the export surplus was increased and 
foreign funds already in America had to bo drawn upon to meet 
the payments involved ; and that, finally, American long-term 
loans abroad were severely restricted in the second half of the 
year. These considerations show how extremely mobile are 
short-term funds, and how easy it is to fall into errors of fact 
when speaking of “ inflows and ‘‘ outflows of funds from one 
country to another. Applying and adapting the arguments 
already outlined to the position in the first half of the present 
year, it would seem highly doubtful wdicther the recent w'cakness 
of sterling in terms of dollars has been due, to any large extent, 
to private investment by non-Americans of short-term funds in 
New York, Much more probably is it to be related wdth the far 
lov^er level of foreign long-term security issues in the United 
States and the consequent failure to balance on other accounts. 
Thus, according to the latest statistics of the New' York Com- 
mercial and Financial Chronicle, the par value of foreign issues in 
New York in the first five months of 1921) was less than $400 
million, as compared with well over $700 million in the corre- 
sponding part of 1928. 

The figures of debts due to America are less striking than 
those in the lower half of the table. First of all, it will bo seen 
that on both dates foreign-owned deposits in American banks 
Q'Ceounted for nearly two -thirds of the total amount due to 
foreigners. This is an unexpectedly large proportion, but it has 
to be remembered that a considerable part of the funds would 
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be standing to the credit of foreign central banks as a constituent 
of their cash reserves against notes and other demand liabilities. 

The next largest item in the 1928 return consists of foreign 
holdings of American bank acceptances. The figure of $570 
million for December 31 last is surprisingly high, seeing that the 
total acceptances of American banks, as returned by the American 
Acceptance Council, on the same date was $1,284 million. Roughly 
speaking, then, foreigners appear to have been holding about one- 
half of the total bank acceptances available. In addition, how- 
ever, it must be remembered that paper of this kind forms one 
of the media for the exercise of Federal Reserve open market, 
policy. On January 2 last the twelve Federal Reserve Banks 
held altogether $484 million of bills bought in the open market. 
It will be seen, therefore, on what a narrow margin of supply 
the New York bill market works, and in the light of these facts 
it is easy to appreciate the eagerness of the American monetary 
authorities to develop the bill market by encouraging the use of 
paper of this kind. 

The figures of foreign holdings of Treasury certificates show 
a heavy decline over the year. Certificates of indebtedness arc 
short-term securities bearing a fixed rate of interest, thus difierio 
in important respects from British Treasury bills, and are freely 
dealt in on the New York money market at variable prices. ^Ilu‘ 
decline in the foreign holdings has to be attributed, not to any loss 
of attractiveness relatively to other investments, but to a quite 
distinct and fortuitous influence. Last year it w^as decided in 
grant to foreign central banks exemption from liability to U\.\ 
on the income received from investments in bank acceptaiuiM, 
this exemption already applying to holdings of certificate^^ of 
indebtedness. Thus one of the principal elements of su}^eriority 
in certificates was removed. 

These remarks give some indication of the degree of import ance 
to be attached to the decision, recently taken in the United 
States, to supplement the certificate system by the use of securities 
similar to British Treasury bills. Should the powers recently 
granted to the United States Treasury be used to any large 
extent, then some of the foreign-owned funds in New York 
might be utilised in the purchase of these securities. This 
would ease the pressure on the acceptance market and provide 
an additional type of paper, of gilt-edged character and possess- 
ing the quality of non-depreciability, for general use in th(* 
investment of short-term funds. It is possible that the scheme 
may have been put forward partly with a view to stimulating the 
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development of a large-scale bill market in New York, which the 
Federal Reserve system was to some extent designed to attain 
and has largely failed to achieve. At the same time it would 
not appear likely that the mere availability of a new form of 
security would tend to increase the amount of foreign-owned 
funds accumulating in the United States. The volume of such 
funds depends, as we have already indicated, on factors far more 
potent than this. Briefly, the possible availability of United 
States Treasury bills may very well alter the disposition of 
foreign-owned funds, but may be expected to have but slight, 
if any, effect upon their volume. 

Perhaps the most striking item in the table has yet to be 
mentioned, namely the amount of foreign-owned money lent 
in the form of brokers’ loans. The figures for both years are 
amazingly low. The Monthly Review of the Federal Reserve 
Bank of New York, in commenting recently on the statistics of 
short-term funds, remarks that these figures would probably 
have been considerably larger if some other date had been chosen 
for the returns, since “ a number of foreign lenders in the call 
market withdrew funds on December 81, probably for ‘ window- 
dressing ’ purposes.’’ This, however, may not be the only 
explanation. It is possible that American “ window dressing ” 
may have led to the offer of greater inducements to foreigners 
to hold their money on deposit over the year-end rather than in 
brokers’ loans. Even so, and allowing for such a twin movement, 
the figures still seem to err on the low side. The weekly returns 
of loans to brokers compiled from figures of the reporting member 
banks in New York City divide the total, which is not all-inclusive, 
into three groups, loans “ for own account,” “ for account of 
out-of-town banks,” and “for account of others.” On January 2 
this last section accounted for no less than $2,1(56 million, which 
represented a decline of about $156 million from the previous 
week s figure. If we regard this decline as giving some indication 
of the strength of the year-end influences mentioned, and add to 
it the amount lent to brokers as shown in tlic table, we arrive at 
a figure of about $360 million, which may be taken as a very 
rough guide to what might be called the “ normal ” foreign 
loans to brokers about the end of last year. Even this figure, 
however, appears distinctly low in relation to the total foreign- 
owned funds in the United States, and it would almost seem as if 
some foreign-owned money in essence lent to brokers has for 
some reason been included, in replies to the questionnaire, among 
foreign deposits. It may, indeed, be taken as highly unlikely 
No. 156. — ^voL. XXXIX. I ^ 
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that foreigners should own, as a ‘‘ normal ” arrangement, say 
$1*600 million in the form of American bank deposits against 
only $360 million employed in the call market, where better rates 
were to be earned. 

Apart from these points, arising from the individual items, 
the total debts from tlic United States, as shown in the table on 
p. 465, possess strong significance. The Eeserve Bank Review, 
in commenting on the small difference between the two figures, 
suggests that if the return liad covered all the institutions, without 
exception, in or through wliich foreigners held dollar funds there 
would have been even less change as between the end of 1927 
and of 1928. In any case, however, it is probably safe to say 
that no increase took place during the year in the total volume of 
forcign-owned funds in the United States. This emphasises the 
truth of the statement that the weakness of sterling has not been 
due primarily to a so-called “ flow of funds ” from Europe to 
America. The i)redominant factor has undoubtedly been the 
drastic curtailment of American long-term lending abroad. 

Long-term and Suort-term Funds 

The essence of these facts is clear. America has been keeping 
more of her funds in her own control, and passing on a smaller 
amount to foreigners by -v^ay of loans. For some time past she 
had been lending long abroad and borrowing short from abroad. 
The surjdus had Ijeen on the side of an increase in American claims, 
long and short together, on other countries, but it remains true 
that foreigners had borrowed heavily in the New York cai)ital 
market and had accumulated larger and larger (piantitirs of 
short-term funds in America. It followed that when fcu’cigii 
issues were restricted foreign-owned funds ceased to grow. The 
way in which the theoretical connection works itself out is simple. 
The decline in foreign issues restricts the new supplies of rlollais 
coming into foreign ownership, and thus places pressure on tlie 
exchanges of other countries ; in order to maintain their ex(diaiigos 
these other countries have to draw on their accumulated holdings 
of dollar funds. If, then, foreign issues in New York were to 
cease altogether a rapid decline might bo expected in the volume 
of foreign-owned funds in New York. The two elements in 
international indebtedness are inseparable, but the governing 
partner is the quantity of long-term lending through the new 
capital market. 

Leaving the figures of foreign funds in the United States, and 
turning to the other side of the picture, w^e see that foreign 
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short-term debts to the United States increased over the year by 
a fairly substantial amount. America, therefore, has been to 
some extent supplementing a declining volume of long-term 
loans to other countries by an increasing volume of short-term 
accommodation. As the net result of all these movements, 
America has on balance reduced her external indebtedness on 
short-term account, while increasing, at a slower rate than before, 
the indebtedness of foreign countries to her on long-term account. 
Thus the creditor position of the United States is still ])eing steadily 
strengthened. By one means or another the ))rocess goes on, 
irrevocably, inevitably, with the sureness almost of a law of 
nature. Indeed, it is almost a law of nature that if a creditor 
country takes all possible steps to expand her exports to foreign 
markets, and at the same time maintains an attitude of active 
dislike for foreign imports, then her investments abroad must 
pile up and up indefinitely. If the seller insists on selling and 
prefers not to buy, there is only one possible result. The buyer 
must go further into debt — always assuming the new debts arc 
not balanced by the cancellation, with or without the consent of 
the creditor, of old debts. There is always the bankruptcy 
court at the end of the road, and it is an interesting speculation 
how far nations, as economic entities, can in practice go into debt 
without plugging the wells of accommodation. On the answers 
given to specific questions arising from tliis general problem 
liangs the formulation of a wise, far-seeing policy for American 
trade. 


OBITUARY 
Dr. Jiuciir Soyeda 

We announce with great regret the deatli of Dr. Soyeda, one 
of the oldest of the Foreign Correspondents of the Royal Economic 
Society, Soon after the Society’s foundation ho was appointed 
its Correspondent for Japan and his first communication was 
published in the Journal in 1893. From that time to this he has 
^‘ontinued to send to the Editor valuable notes relating to Finance 
f^nd the progress of Economic Studies in Japan with an extra- 
ordinary regularity and faithfulness. The modesty and charm 
of his correspondence, carried on over so many years, endeared 
him to colleagues in the management of this Journal, who could 
ho personally acquainted only with his familiar and beautiful 

handwriting. 


J. M. K. 

ii2 
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By the death of Dr. Jiuchi Soyeda Japan has lost one of her 
leading financiers and economists. Dr. Soyeda belonged to a 
generation of Japanese whose principal life work was done in the 
reign of the Emperor Meiji, when the nation was beginning to 
organise its economic and social life on modem lines. The leaders 
of those days were earnest and patriotic spirits whoso one aim was 
to see that their country should come to occupy a worthy place in 
the world and should take its proper rank among the first-class 
powers. These men have now been superseded by others, many 
of whom the fortunes of the great war raised to power and in- 
fluence. But it was the earlier generation to which Soyeda 
belonged which did the great work in laying the foundations of 
modem Japan and guiding the country through the most difficult 
period of its history. 

Bom in 1864, of Samurai family, he showed at quite an early 
age remarkable powers, particularly in the execution of ideo- 
graphs, and as a child ho travelled in various parts of the country 
with his father giving exhibitions of Japanese writing. One of 
his scripts, made at the ago of nine, is still to be seen hanging on 
the walls of one of the leaking Tokyo temples. Ho entered the 
Tokyo Imperial University, where ho studied Economics, and on 
his graduation continued his education at Cambridge. Here lie 
came under the influence of Marshall, a fact to which he always 
referred with great pride. After a short period at Hcidell)erg 
ho returned to Japan and was appointed private secretary to the 
Minister of Finance, later becoming Vice Minister at the early age 
of 35. In 1899, the year he received his doctorate, he was 
appointed President of the Bank of Formosa, a connection severed 
long before the decline and disastrous failure of that institution in 
the spring of 1927. On the establishment of the Industrial Bark 
of Japan in 1902 he became its first president, a position lie held 
till 1913. In 1915, under the Okuma Cabinet, he became President 
of the Imperial llailway Board and was later decorated with tbo 
first Order of Merit. 

He was a member of the Upper House, whore he frequently 
took part in debates on finance. In the most recent session of 
the Diet, his last appearance, ho took a loading part in a resolution 
denouncing the former Tanaka Cabinet in connection with th^ 
so-called “ gracious Imperial message ’’ affair —a political move 
in which the Cabinet irreverently involved the name of the 
Imperial House. ^ 

Primarily a practical banker, he remained to the end of his life 
an untirmg^student of economic thought and was always in close 
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touch with the latest ideas and thought on monetary and banking 
theory. Silent and reserved in manner, great reliance was placed 
on his word, for among his friends and colleagues he had the 
reputation of never getting ruffled and remaining calm and wise 
in the most difficult emergency. He had strong humanitarian 
instincts and was one of the founders of the Labour and Capital 
Harmonisation Society, an organisation having the idealistic aim 
of restoring the one-time fraternal relationship between worker 
and master. There is a story that the police of a certain district 
of Tokyo were once very much mystified by the doings of an 
elderly gentleman who dui'ing his morning w alks took a somewhat 
intimate interest in the affairs of workmen and carters, sometimes 
giving them a helping hand with their burdens. On investigating 
his identity they were very much surprised to discover that this 
benevolent old gentleman W'as none other than Soyeda, the great 
banker and sometime Cabinet Minister. Ho was one of the 
founders of the League of Nations Association of Japan and spent 
much time in his later years in working and lecturing on behalf 
of this institution in various parts of Japan. Dr. Soyeda w^as 
buried in Tokyo witli Shinto rites, his funeral being attended by 
some 2000 mourners. 

Tbevor Johnes 

Tokyo. 
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The following have been admitted to membership of the Royal 
Economic Society : — 


Bailes, H. H. 

Balster, E. 

Biswas, H. 

Boettiger, Prof. L. A. 
Burbridgo, W. B. 
Burnham, G. C. 
Campbell, C. D. 
Clark, N. H. A. 
Coates, W. H. 
Cogman, W. E. 
Cohen, Miss R. L. 
Dietrich, Prof. E. B. 
Donaldson, McP. H. 
Douglas, L. W. 

Dudt. R. C. 


Fay, H. Van V. 
Fisk, Dr. E. L. 
Fordham, H. 

Giles, H. A. 
Goldberg, B. W. II. 
Grant, H. S. 
Grohman, C. J. 
Grout, E. H. 

Hall, F. G. 
Hall-Guy, E. 
Halpem, M. L. 
Hannibal, T. 
Hazell, W. H. 
Horlock, A. E. 
Hotelling, Prof. H. 


James, Miss C. W. 
Kindell, W. J. 
Lahiri, S. K. 
Lalvani, T. V. 
Lewis, H. P. 

Lovett, W. 
McDonald, P. L. 
McMurtrie, A. F. 
Mathur, Prof. R. N. 
Meade, J. E. 
Migliorisi, Dr. F. 
Miller, Prof. H. E. 
Morland, T. A. 
Moss, A. 

Naito, Prof. A. 
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Newbert, A. R. 
Ouwerkirk, Miss L. 
M. 

Panjabi, B. L. 
Parker, A. 

Parris, S. C. 
Parsons, T. 
Phillips, H. W. 
Polwarth, J. 
Puscariu, Dr. A. 


Rajamannar, T. 
Rathbone, H. P. ^ 
Rimka, A. 

Rogers, E. H. 
Rust, T. T. 

Sayers, R. S. 
Sbarounis, Prof. A. 
Scott, M. 

Selck, Prof. E. 
Shukla, Prof. S. S. 


Simons, Prof. H. C. 
StaiSord, J. 
Strickland, N. C. 
Sturgeon, R. W. 
Sullivan, J, R. 
Talati, B. M. 
Tomlins, W. E. 

Van Sandick, A. A. 
Ward, J. P. 

Wilson, J. R. 


The following have compounded for life membership of the 
Society : — 

Daroowalla, N. A. Jolly, B. M. Pearson, F. G. 

Fay, H. Van V. Majumdar, D. L. Puscariu, Dr. A. 

Gash, Rev. I. J. Mynors, H. 0. B. Watson, A. J). 

Grout, E. H. 

The following Libraries have conjpounded for fifteen years’ 
subscriptions : — 

Cambridge University Union Society. 

City of London College. 

Glasgow University. 

Pomona College, California. 

Victoria University, Wellington, New Zealand. 

The following have been admitted to Library membership ■ 

Staatswissenchaftlichc Institut, Prague. 

Hessische University, Giessen, Germany. 

Polish Parliament Library, Warsaw. 

Temple University, Philadelphia. 


Prof. G. Findlay Shirras writes : — “ Since the failure over 
a year ago of the Reserve Bank Bill to reach the Statute Book, 
this question has been to the front. In April of this year the 
Government of India published a provisional scheme of inquiry 
drawn up in consultation with the representatives of the two 
associations of the Indian and European Chambers of Commerce, 
and of the Indian Legislature. Local Governments were also 
consulted and a Central Committee and ten Local Committees, 
one for each of the nine major provinces, and the tenth for the 
centrally administered areas, namely the North-West Frontier 
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provinces, Baluchistan, Delhi, Ajmere-Merwara, etc. have now 
been set up. The preliminary meeting of the Central Committee 
took place in Bombay on June 28, and it considered with Sir 
George Schuster, the Finance Minister, the general lines of inquiry 
and the questionnaire to be issued to Provincial Committees. 
The aim of the inquiry is the investigation of existing conditions 
of banking in India with special reference to (a) the regulation of 
banking with a view to protecting the interests of the public ; 
(b) the development of banking in the sense of expansion of both 
indigenous and joint-stock banking with special reference to 
the needs of agriculture, commerce and industry ; and (c) banking 
education with a view to the provision of Indian personnel in 
adequate numbers and with necessary qualilications to meet the 
increasing needs of the country for a sound and well-managed 
national system of banking. The Central Committee has as its 
Chairman the Hon. Sir. B. N. Mitra, whoso duties will commence 
on the termination of his appointment as Member of the Viceroy’s 
Council. In the meantime Sir Purshothamdas Thakurdas will 
take his place. The Committee includes representatives of the 
Federation of Indian ('hambors of Commerce, the Associated 
Chambers of Commerce, the various classes of banks, including 
indigenous and co-operative banks, economics, and the general 
public — twenty-one in all. The Central Cornmitteo may also 
co-opt members locally when they examine the credit facilities 
for India’s main industries, such as cotton, jute, and coal. 
Facilities will also be offered to any of the Indian States that may 
desire to take part in the inquiry. 

“ Tho programme will extend as at present ])lanned, to April 
1931. From August 1929 to March 1930 Provincial Committees 
will bo at work and sub-committccs of the Central Committee 
will also be collecting information on the special problems which 
are its concern. From March 1930 to Xov'cnibcr 1 930 tho Central 
Committee will bo occupied in the study of the re])orts of its own 
sub-committees and tho Provincial Committees. Provisional 
conclusions and recommendations may be settled by tho end of 
this period. From November 1930 to January 1931 joint dis- 
cussions and examination of the subject-matter of the inquiry 
will take placo between the Central Committee and the Advisory 
Committee of outside experts. Tlio final report of the Central 
Committee will bo submitted by April 1930. Tho Cliartcr of the 
Imperial Bank of India expires in 1931 and the Report will be 
of value when tho Central Bank question will then in every 
probability be reopened. ‘ 
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The work of the Hilton- Young Royal Commission will be 
supplemented by this investigation, an ii|vestigation that is bound 
to tackle the chief problem of Indian banking to-day — ^the 
establishment of close touch between the many petty indigenous 
shroffs or bankers up and down the country and the joint stock 
banks.” 


Prof. G. F. Shirras writes : — “ The annual meeting of the 
Indian Economic Association was held in Mysore from January 3 
to January 5 under the auspices of the University of Mysore. 
The delegates representative of teachers and others interested in 
economics in India were welcomed by the Vice-Chancellor and 
by His Highness the Yuvaraja of Mysore. The presidential 
address of Professor V. O. Kale, Poona, dealt with Economics in 
India. Ho referred to tlio now economic awakening in the 
country, the improved teaching both in postgraduate and in 
undergraduate courses, and also to the fact that there are few 
professed economists who have attained eminence in their special 
province. The programme of the Conference was divided into 
land tenure, federal and local finance. The papers on land tenure 
stressed the necessity of bettor tenancy legislation. The President 
pointed out that this would not be a solution of the difficulties that 
exist. There must bo an improvement in the relations between 
the landlord and the tenant. There was considerable discussion 
on federal finance and the paj)ers road were of a high order. The 
need for readjusting central and provincial finance in India is a 
question of first-rate importance. It is a problem now under 
consideration by the Simon Commission. 

“The delegates were the guests of H.H. the Maharaja during the 
Conference. Excursions wore also arranged for the days immedi- 
ately preceding the meetings, and it was possible, thanks to Mr. 
Subba Rao, to visit the Kolar Gold Fields, the Bhadravat» Iron 
Works, the Sivasamudram Hydro-electric works, and the great 
Cauvery irrigation project. 

“ The thirteenth meeting of the Conference will take place at 
Allahabad during the Christmas holidays under the Presidency 
of Mr. N. S. Subba Rao. The subjects of discussion will be 
marketing, Indian Finance, and the development of economic 
thought in the twentieth century.” 
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The eighth of Mr. Alvan T. Simonds’s “ Economic Contests/* 
for 1929, has been announced. The subject for this year is “ The 
Federal Reserve System and the Control of Credit.** A first prize 
of $1000 and a second prize of $500 is offered to the writers of 
those essays which are adjudged the best. The essays should bo 
written in a popular style, to interest the average person as well 
as the technically trained. A copy of the rules and further 
particulars can be obtained from the Economic Contest Editor, 
Simonds* Saw & Steel Co., 470 Main Street, Fitchburg, Mass., 
U.S.A. Essays to be considered should reach him on or before 
December 31, 1929. 


Our Dutch correspondent writes : — “ It may be noted that 
the following Bills have been accepted in Holland by the First 
Chamber : 

1. The Bill to revise the financial lolations between the State 
and the communes, which was dealt with in the Economic 
Journal for March 1929. 

2. A Bill revising the Act existing since 1913 for Health 
Insurance of Employees; it is now permissible for insure with 
private corporations created for the purpose by organisations of 
employees and trade unions or by associations which are members 
of such organisations or unions. 

3. A Bill giving general rules for State guarantee and control 
of standardised products of agriculture, horticulture and dairy 
industries, if desired by the parties interested (Agricultural 
Export Act). 



RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 

Vol. XCII. Part II. Discussion on the National Income. A. L. 
Bowleit and others. An investigation of Sickness in various 
Industrial Occupations. A. B. Hill. Wholesale Prices in 1928. 
Editor of the Statist. 

Part III. The Lmits of Industrial Employment. E. C. Snow, The 
Movement of Wages in Germany 1920 — 1928. E. Bbesciani- 
Tukeoni. 


The Economic Record (Melbourne). 

May, 1929. The Administration of Government Enterprises. F. A. 
Bland. The Strike of the Australian Waterside Worker. W. J. 
Brown. Some Economic factors in Industrial Relations. R. C. 
Mills. Some Statistical Aspects of Australian Industry. C. H. 
WicKENS. The Post-war Sex- and Age-constitution of the New 
Zealand Population^ and some of its Economic Consequences. E. P. 
Neale. New Zealand's Trade with the East. W. A. McNair. 
The Railway and the Road Motor. T. Hytten. Unemployment : 
some Recent Suggestions, C. E. Martin. Prices and Monetary 
Theory. D. B. Copland. 

Tramactions of the Faculty of Actuaries. 

Vol. XII. Part VI. The Statistical Groundwork of Investment Policy. 
C. M. Douglas. 


The Sociological Review, 

April, 1929. Normal and Abnormal Psychology in Relation to Social 
Welfare. A. Raven. A Survey of Social Conditions and Problems 
in Margate. A. rARQUHAR.soN. Social Studies in Majorca. M. 
Maplesden. 


Indian Journal of Economics. 

April, 1929. Indian Labour Organisation and Forced Labour. P. P. 
PiLLAi. Business forecasting. K. B. Madhava. Co-operation in 
the Madras Presidency. A. J. Saunders. Land Rights in 
Bengal. I. C. Ghosh. Export DtUies in the Indian Empire. E. H. 
Solomon. Necessaries^ Comforts, and Luxuries. J. K. Mehta. 

Quarterly Journal of Economics. 

May, 1929. The Current Labor Policies of American Industries. S. H. 
Slighter. Imports of American Gold and Silver into Spain, 
1503 — 1660. E. J. Hamilton. The Monetary Doctrines of 
Messrs. Foster and Catchings. D. H. Robertson. Co-operation 
and the Rural Problem of India. C. F. Strickland. 
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Journal of Political Economy, 

April, 1929. Agrarian Problems of Modem Japan, D. J. Orchard. 
Integration in the Automobile Industry, E. Flugge. Federal 
Regulation of Railway Securities. J. H. Frederick. Sherman 
Law and Trade Union Activities, G. W. Terborgh. Cmtour 
Lines in Economics. C. W. Cobb. 

June, 1929. Recent Federal Reserve Policy. H. L. Reed. Agrarian 
Problems of Modern Japan. D. J. OiicirARD. Morgenstern wi 
Economic Forecasting. A. W. JMarget. The 1928 Hearings on 
the Strong Bill. L. l3. Edie. The evidence reported is of interest 
in relation to the practice of the Reserve Banks in relation to 
stabilisation. 


American Economic Review. 

June, 1929. Small loans problem : Connecticut Experience. C. 0. 
Fisher. Cold Standard in Switzerland. G. Bachmann. History 
of the London Stock Exchange. C. F. Smith. Irving Fisher on 
Income. W. W. Hewett. State Income Tax since 1918. T. C. 
Bigham. Correlation Coefficients. M. Ezekiel. 

Review of Economic Statistics (Harvard). 

May, 1929. Gold Production : a Survey and Forecast. J. Kitchin. 
Revised index of the volume of manufacture. W. F. Maxwell. 
The Census of Distribution. P. T. Cherrington. Review of the 
First Quarter of the Year. 

Journal of Economic and Business History (Harvard). 

May, 1929. Roman Exploitation of Egypt in the First Century a.d. 
M. Rostovtzeff. Recent Progress of American Social History, 
A. Nevins. Evolution of the Foreign Exchange Market of the 
United States. A. H. Cole. Dominance of the Trades in the 
English Coal Industry in the Seventeenth Century. J. U. Nef. 

Annals of the American Academy of Political and Social Science. 

May, 1929, This number is a comprehensive study, in thirty-six 
articles, of the question of W omen in the Modern ]Vorld. The main 
headings are The Women^s Moveynenl^ The Modern Home, Industry, 
Business and Professions, Citizenship, Legislation, and Integration 
of Women^s Activities. 

Wheat Studies of the Food Research Institute 
(Stanford University, California). 

May, 1929. Survey of the Wheat situation December 1928 to April 1929. 
During this period Wheat prices iluctuatcd widely, but remained 
at the lowest level since 1923-24. International trade was of 
record volume for the season. Low prices encouraged consump- 
tion, especially in ex-Europcan countries, which imported larger 
quantities than ever before. But in spite of these record ship- 
ments the accumulation of stocks in exporting countries remained 
extraordinarily largo. Prices in the United States were above the 
parity of world prices, with the result of a particular accumulation 
of stocks in that country. 
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June, 1929. Vartatiom in Wheat Prices, An attempt to offer a non- 
technical picture of wheat price variations, principally in the 
United States, during the past three decades. 

July, 1929. The Export Debenture Plan for WhecU. An ingenious 
proposal to supplement the protective tariff by a system of export 
bounties on farm products of which the United States produces 
export surpluses. But the Institute concludes that' the results 
would be disappointing. 


Political Science Quarterly, 

June, 1929. An Analysis of Japan's Cheap Labour, D, J. Orchard. 
Internalional Labour Review, 

May, 1929. The Question of Forced Labour, J. Goudal. Accident 
Prevention and Factory Inspection. F. Ritzmann. General 
Principles of an Internatiwial Convention on the Conditions and 
Conti asts of Rinployynent of Foreign Workers. L. Varlez. 
Workers' Agricultural Programmes in Austria, England, and 
Gern.any. F. Baade. 

June, 1929. The International RegulatioJi of Hours of Work of 
Salaried Employees. R. Funs. The Reform of Social Insurance 
in Austria. M. Lederer. The Problem of Rural Settlement in 
Spain. 0. Gorni. 

July, 1929. The functions of the International Lal)or Office. J. 
OuuEOEEST. Public Utility House Building. K. Liefmann. 
Social Aspects of Agrarian Reform in Latvia. F. W. v. Bulow. 
Recent Developments in Industrial Co-ojieration in the United Stales 
and Canada. J, H. Richardson. 


Revue d'Seonomie Politique. 

March- -April, 1929. De quclqucs principes dirccteurs de la fisrxiUfd 
moderne. B. Nouaro. L'investment trust, C. Lazakd. Ijc 
flnancement de la consomrruition : vente d erddit et finance com- 
panies " R. Nathan. Les ddbuts de Vassurance-erddit d I'exporia- 
tion. G. DE Tarde. Le marchd de Paris et les acceptations de 
banque. L. Fommery. 

May-June, 1929. La France dconomique. {Annuaire for 1929.) 

Journal des Economistes. 

April, 1929. Le commerce exterieur des principaux pays en 1928. R . J. 
Pierre. Les allocations familiales, obligaloires et gdndralisdes. 
G. DE Nouvion. An important account of this movement and its 
prospects. 

May, 1929. Le monopole de commerce extdrieur en Russie sovietique. 
S. Gargas. Les grands marchds du monde et les routes com- 
merciales. R. J. I^erre. 

June, 1929. Le Budget de 1930. E. Payen. Politique commercial et 
malaise dconomique international. J. Bonnet. Les travaux des 
Chambres de Commerce fraw^ises. X. 

July, 1929. Le plan Young et les dettes interallids. E. Payen. 
L'Elevage dans le monde, E. J. Pierre. 
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La Miisie Social (Brussels). 

March, 1929. Subventions pour families nombreuses. A record, and 
discussion, of old and new methods of subsidy in Belgium. 

Rdvue de Vlnslilut de Sociologies 

April-June, 1929. Les dlbuis du credit induslriel moderne. B. S. 
Chlepner. 

Zeitschrift fiir die gesamie Staatswissenscliaft. 

86 Band, 3 Heft. Ostpreussische Wirtsclmftsprobleme. E. »Stehr. On 

the results of the Versailles Treaty to b]ast iViissia. KrediU 
inflation und Kredit ‘deflation in Theork und Praxis. W. Mild- 
SCHUH. On the special nature of War-inflation. Lausanner und 
osterreichische Schule der Nationalolconomk. H. Bayer. The 
distinction does not lie in the mathematical method of Lausanne, 
but in the more complete conception of statistics in the Austrian 
School. Die Theorie der Sleue.ruherwdlzung in der neuesten 
Literatur. W. Twerdochleruff. 

87 Band, 1 Heft. Wirtschaft und Politik iw. ZeitaJler der modernen 

Kapitalismns. O. Hjntze. Emphasises their independence, in 
opposition to Sombart. Jiicurdo's “ Notes on MaUhvsJ' K. 
Diehl. Der Weltmarkt und die deutsche Ernie. W. M. von 
Bissino. On measures for avoiding the influence on prices of 
overproduction abroad. 

Zeitschrift fur Nationalokonomic (Vienna.) 

Band 1, Heft 1 . This is a now review, dedicated primarily to economic 
research and statistical theory. It is also intended to publish 
abstracts of, and comments upon, theoretical articles in the chief 
economic periodicals. At the end of each number, abstracts in 
French and English arc given of the articles published . 

Psychologische Okonomie in Framkrcich. M. Roche- Acussoi.. “ Wirt- 
sc/iaft als LebenP (}. Haberlkr. A detailed critique of the 
writings of Gotti. Die Elastizitdt der Nachfrage nack Ersatzgiitern , 
M. Fanno. Marshairs formula is adapted to this special case. 
Das Geldertrags-streben als Organisationspr inzip des Tausch- 
verkehrs. R. Liefmann, A reply to critics, Zwiedineck, Ammon, 
and Opponheimor. Irving Fisher s statistische Methoden fiir die 
Bemessung des Grenznutzens. A. BilimovijIi. It is argued that 
Fisher’s results arc imperfect, esj)eciall;v as involving comparison 
of the utilities of dilfcrent persons. Das Zeitmoment in der 
mathematischen Theorie des wirtschaftlichen Gleichgewichtes. P. N. 
Rosbnstein-Rodan. 1 1 is necessary to introduce time coeflicient .s 
between demand and supply. Kalkulationen und Preisberech- 
nungsmethoden. L. V. Birck. (Translated by C. R. Frits.) 

Jahrbiicher fiir Nationalokonomic und Slatistik. 

May, 1929. Kapitalismns : eine begrifjliche Studie. K. Mens. Die 
Lage des deutsclien Landwirfschaft. C. V. Dietze. 

June, 1929. Intematiemale Kcmpmklurzusammenluinge, Dr. A. 
MUHI 4 ENFELS writes a detailed, entirely theoretical article 
examining world conjunctures. The analysis is particularly 
directed towards a possible explanation of the phenomenon. Ho 
finds that such factors as harvest fluctuations, sun spots, and 
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eTen technical changes and innovations cannot be ranked as real 
causative factors compared with the influence exerted by ordinary 
everyday international economic relations. Of these he makes a 
comprehensive and ingenious analysis by means of which he 
reaches the conclusion that it is erroneous to think that the 
increasing economic interlacing of the world entails progressive 
unifleation of conjuncture; indeed there are many important 
tendencies working towards a differentiation of conjuncture 
experience in the various national economies. These require 
closer study. Die Frage des Leistungsprinzipes, 0. Conrad. 
Die Finanzpolitik und das Bundessteuersystem der Vereinigten 
SUiaten von Amerika von 1789 his 1926. F. Meisel. Der Wett- 
bewerb der Verkehrsmiitel, mit besonderer Beriicksichtigung Deutsch- 
lands. R. Hennjo. Die Siaiistik der Umsatzsteuerveranlagung 
als Erkenntnisquelle fur die Berechnung eines Index des Massen- 
verbrauchs'* E. Lind. 

July, 1929. Die Makute, ein Jrrtum der OeldleJire. A. Sommer. 
Vom Wesen der Finanzwirtschafl. F. K. Mann. Die Staiis- 
tischen Einheiten. F. Zizek. 

Arcliiv fur Sozialwissenschaft und Sozialpoliiik. 

April, 1929. Die geistesgeschichtlichen grundlagen der anglo-american- 
ischen Weltsuprematie. Dr. Schulze-Gaevernttz discusses, in a 
third article, the “ economic ethic of caj)italism.*’ He denies that 
such causes as geographical location, size of population, gold 
holding, war, etc., are decisive for the rise of modern industrial 
capitalism. Instead he argues the importance of Puritanism, 
Quakerism, Presbyterianism, and Methodism — for the arch of the 
capitalist economic order rests on the three pillars of Industry, 
Frugality, and Honesty. He illustrates this thesis by references 
from Baxter, Richard Steele, William Penn and others down to 
the Methodist Josiah Stamp. Die wirtschaffliche 2 md soziale Lage 
der Juden in Bussland vor und nach der Bevolution. B. BnuTZKrs. 
Verbrechertum in Schleswig -Holstein . F. Tonni ks . Die Oeschichts- 
philosophie Lassalles. H. Speier. Die EntwicMung der korn- 
munalen Finanzen seii dem Kriegsende. F. Elsas. 

SchmoUers Jahrbuch. 

April, 1929. Der bkoriomische Baum fur den Handel im SpdlmitteU 
alter. H. Bectitel. Die Vntemehmerpcrsonlichkeit in der 
modernen Volkswirtschaft. Prof. DEOENFELD-ScniONTUTRO 
examines into the modern entrepreneur’s personality as affected 
by contemporary economic movements. He finds that nowadays 
entrepreneurs and capitalists are becoming increasingly separate ; 
the number of entrepreneurs is declining because of concentration ; 
his importance is also on the wane (even Schumpeter and Sombart 
recognise this) especially because of State interference and 
rationalisation — “ a rationalised entrepreneur spirit is a con- 
tradiction in itself.” Yet, so far as giant undertakings really 
live, they only do so as a result of the mighty personalities of great 
entrepreneurs. Uber Entwicklung, Handlung und Fuhrung. 
Orundbegriffc zu einer praktischen EntwicklungsUhre filr Kriegs- 
wesen und Technik. E. Schumacher. Zwei Neuerscheinungen 
zu Verfassungsthe&rie und Verfassungsrecht. J. Hashagen. 
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June, 1929. Elastizitdt der Ncuihfrage. Prof. 0. Englander writes 
an interesting article on elasticity of demand, including a discussion 
of its measurement, and w^ays of deciding the degree of elasticity'. 
The treatment is stimulating, and is not excessively mathematical, 
but is nevertheless on somewhat orthodox lines. Mischehen und 
Ehescheidungen, R. E. May. Spaniens neueste Wirtschafts- 
politik, E. Wehrt.e. Seele, Oeistj und Gruppe. H. L. Stolten- 

BEBO. 

Vierteljahrschrift fur Sozial- und Wirtschaftsgeschichfe (Stuttgart). 

XXI Band, IV Heft. Ilaupttatsaclicn der ivirlscJmftsgeschichtlicJien 
Entwicklung. T. Mayer. Ein lOOfahriges Kartell : Der 
Neckarsalinenverem. R. Liefmann. 

V ierteljahrahefte zur Konjunkturforschung. 

Sonderheft 12. Meteor ologische und unrtachaftliche Zyklen. Prohleme 
der Wirtschaflaprognose. A. L. Wainstein. 

Skandinaviska Kreditaktiebolaget, 

April, 1929. Does the Stock Exchange absorb cxipital ? G. Cassel. 

July, 1929. Idle^' Money. G. Cassel. 

W eliwirtschaftliches Archiv. 

July, 1929. Nationaldkonomie. W. Somrart. Zur Grundlegung 
einer Physiologie der Wirtschaft. R. Wildbrandt. Der Floren- 
tiner Welthandel des Mittelalters. R. Davidsoiin. This niimher 
also contains an Essay by Dr. Leontief (in co-operation with 
others) on the Statistical Analysis of Supply and Demand, on the 
lines of the work of Moore, Hchuster, and others, but using a 
different treatment. 

Giornale dcgll Economisti. 

April, 1929. Ancora due jKirole sulla rendiia del consumatore. Ulisse 
Gobbi. The doctrine of consumers' surplus throws no light on 
the subjective utility derived from consumption, but it affonls a 
useful objective monetary measure of the effects of different 
prices upon amounts consumed and upon total expenditure. It 
is specially useful in connection with problems of taxation and 
monopoly. Un receniissimo prograrnma socialisia di politica 
agraria. Fabio Luzzato. An examination of the agrarian policy 
of the Bolshevik Government leads to the conclusion that the 
application of socialist principles to agriculture has, as might be 
expected, proved a failure. Jl ris^mrmio e le societd anonime in 
Italia. R. Levis. Investment Trusts. M. Pa(jano. Both this 
and the preceding article are devoted to a discussion of the 
functions of investment trust companies, the institution of which 
in Italy is advocated. II jiorto di Genova ed il traffwo di transHo 
con la Svizzera. G. Kohler. 

May, 1929. Divisione del lavoro e scambio inter nazioiuili. A. Breglia, 
A criticism of the classical doctrine of comparative costs in 
international trade. It is contended that this doctrine confuses 
costs with returns or yields, and that it formulates generalisations 
which are supposed to be of universal application, but which are 
only valid under certain specific conditions. Riflessioni monetarie 
sullerdazimiannualipel 1928 dei nostri istituti di credito. Attilio 
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Oabiati. An important conclusion to be drawn from a study of 
post-war banking in Italy and in other countries is the much 
greater degree of independence of the credit banks as compared 
with the Central Bank. Hence the burden of responsibility 
falling upon the former for the proper conduct of credit policy is 
greater than it was before the war. Experience has also shown 
the limitations to the power of the Central Bank to control credit 
by manipulating the discount rate, and the need for having 
recourse to other methods — c.g. open market operations and the 
holding of assets in foreign centres. Uecemomia italiana nel 1928. 
Prof. G. del Vecchio discusses the annual report of the President 
of the Bank of Italy and concludes that purely monetary forces 
have largely ceased to have predominant influence on the Italian 
monetary situation. La granicoUura in Italia. E. Milone. An 
interesting study of the climatic and other conditions governing 
the cultivation of wheat in Italy. The lowness of the average 
yield (12-41 quintals per hectare in 1925-28) is largely due to the 
enormous area of land under wheat including much that is ill- 
suited to this crop. Italy would benefit by a greater diversity of 
agricultural products and by confining wheat growing to those 
parts of the country in which soil, climate, and labour conditions 
are specially adapted to its cultivation. 11 porto di Oerwva ed il 
traffico di transito con la Svizzera. G. Kohler. 

La Eiforma Sociale. 

March- April, 1929. Sul valore intemazionah. A. Loria. A brief 
note in criticism of a proposition in regard to the theory of exchange 
in international trade, sponsored by Pareto and Prof. Cabiati. 
on effeiti della variazione del valore della moneta sui tributi. F. A. 
RfipACl. Changes in price levels result not merely in the direct 
imposition of financial burdens upon different sections of the com- 
munity, but also modify the re«al burden of the existing tax system. 
A number of factors influencing the nature and extent of such 
modifications in the amount and incidence of taxation arc 
discussed. Jm Palestina ebraim. Prof. R. Bacciii gives 
an interesting and well-documented survey, based in part on 
personal observation, of the new Jewish settlements in Palestine. 
He is critical of the policy of the mandatory Power, in particular 
in regard to taxation and the disposal of Crown lands. While 
guardedly optimistic as to the future of the Jewish national homo, 
ho points out that “ Palestine is a very small country, poorly 
provided with national resources, which even in its greatest days 
has only supported a very restricted population. The import ance 
which Palestine has enjoyed during thousands of years has been 
out of all proportion to its size, its wealth, and its population.” 
Acquisti arate e risparmio. G. Hacerdote-Iachia. The instal- 
ment system encourages rash and unwise purchases by the facility 
with which contracts can light-heartedly be entered into. In the 
long run this system ministers chiefly to the prodigal side of 
human nature and weakens the opportunities and incentives for 
saving. Sulla attendibilita delle nostre stcUiatiche di esportazione 
tesaile. E. Rosasco. 

*May-June, 1929. In memoria di Alfred Oeiaaer. La Riforma 
S ociALi. Costi comparati e valore internazionale. Prof. A. 
Cabiati replies to Prof. Loria’s criticism in the preceding Number. 



1929] 


RECENT PERIODICALS AND NEW BOOKS 


483 


Di alcuni ejfetti delV estinzione del debhito pvJbblico mediante un imposta 
8 uL capitate, M. Fasiani. The Colwyn Committee’s conclusion, 
that the actual saving in annual taxation, resulting from a capital 
levy to wipe out the national debt is much less than the nominal 
saving, because of the decrease in the volume of taxable wealth, 
is only true in so far as taxes are imposed on income not on capital. 
Taxes on capital, e.g, death duties, will bring in as much as before 
because of the correspondingly increased capitalization (assuming 
the rate of interest is unchanged) of all assessed incomes from 
capital, which are now subject to a smaller tax per cent, than 
before. Del cosidetto prdievo delV imposta e dei svoi effetti sulla 
valutazione del reddito e delta rlcJiezza di un paese. Prof. L. 
Einaudi discusses the nature and significance of taxation in 
relation to the real income of the individual and to the community, 
and gives special attention to problems arising out of the existence 
of a national debt. La municipalizzazione dei sennzi publici nviV 
ultimo decennio in Italia. A. ScniAVi. The vriter laments the 
discouragement to the extension of municipal enterprise in Italy, 
which has been the rule since 1922. Uiniensita del commercAo 
italiano altraverso le rilevazioni statistiche. L. Fjlvnciosa. 

Revista Nacional de Economia. 

May-June, 1929. El patron oro a la luz de la post^guerra. P. W. 
Kbmmerer. La ticnica del retorno al oro. G. Pernacek. 

Ensayos sobre la organizacion y desarrollo de la riqueza. A. de 
Miguel. Los problemas Ucmcos de la agricvUura. J. B. Perez. 
Im constitudon de sociedades y la asociacidn de capitahs. J. 11. 
AmANSA. A statistical study of the data of the register of 
companies. 

Metron. 

Vol. VII. No. 4. Une formulation matMmatique de la hi de la popula- 
tion. J. Delevsky. Das Volkseinkornuien Alt-OsternAchs und 
seine Verteilung auf die Ncbchfolgestaaten. E. Waizner. 

Scientia, 

June, 1929. Les ivies de communication et le libre Mange. G. 
Renard. 

De Economist. 

March, 1929. Rente en Vtrkter I. H. W. C. Boroewijk. A 
continuation of the discussion begun in the January mini her with 
regard to the application of Bdhm-Bawerk’s three grounds of 
interest to the Robinson Pni.soe ” economy. Nederlands 
aandeel hi den handel van Indie II. G. ^1. Verrijn Stuart. In 
continuation of a previous article a discussion of Hollamrs share of 
the imports into Dutch India. The Dutch share of imports has 
declined from 33*2 in 1913 to 17-8 in 1926 (partly due to direet 
. shipment from the country of origin). Europe’s share has declined. 
America and Asia (particularly Japan) have increased their 
proportion. The figures (when corrected to allow for changed 
price level) show a largo absolute decline in imports from Holland. 
The position with regard to butter, milk, hardware and textiles is 
discussed in greater detail. De gevaren der Engelsche Safeguarding. 
No. 166.— VOL. XXXIX. kk 
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A. A. Van Rhijn. A review of the history of Safeguarding, 
regarded as a renewed warning to Holland not to follow the same 
path. 

May, 1929. Suririame's economiscke vooruitzichten. J. C. Kiblstra. 
A rather pessimistic discussion of the economic prospects of 
Dutch Guiana. Its geographical position is unfavourable; it 
has no special products and it must therefore compete in the world 
market on unfavourable terms. Capital is holding back, and in 
consequence the colony is kept to a primitive level of agriculture. 
The possibilities of cultivating for export is discussed. There 
has been an increase in recent years in rice and maize. So far 
as practicable, the investment of capital in Dutch Guiana should 
be encouraged. Rente en Verkeer II. H. W. C. Bordbwijk. A 
continuation of the discussion provoked by Mr. Morreau’s article 
as to the applicability of Bohm-Bawerk’s three grounds for interest 
to the case of the “ Robinson Crusoe ** economy. The present 
instalment is devoted to the third ground. There follows a dis- 
cussion of interest in the Socialist state. As against Mr. Morreau’s 
view that interest is a phenomenon which emerges from exchange, 
it is contended that Interest is a category “given with man,” 
independent of exchange, like economic value itself. Nederland^a 
aandeel in den liandel van Indie III. G. M. Veruijn Stuart. A 
continuation of the articles on Holland's share of East Indian 
trade, with special reference to textiles and the consequences of 
Japanese competition. There follows a discussion of the question 
how Holland’s position in the Indian market can be improved. 
It must be recognised that a part of the field is wholly lost for the 
European producer. Tariff remedies (including the possil)ility of 
differential duties) are discussed. The true solution lies along 
two lines : (i) Dutch industry requires to be kept better informed 
of changing conditions and better representation is necessary in 
the East Indies ; and (ii) export industries must not be hampered 
by too strict application of social legislation. 

June, 1929. De Controveme Clark- Van^en-Ternpel, 0. Barker. A 
defence of Clark against criticisms advanced by Dr. Van den 
Tempel in his book Macht en Economiscke Wet. The discussion is 
chiefly devoted (i) to the nature of the net product and Clark’s 
treatment of the Law of Diminishing Returns; and (ii) to the 
relation between wages and the net final product. Ilet Russische 
Rationalisatierapport. J. J. Boasson. A commentary on the 
Report on “ The Rationalisation of the Industry of the U.S.8.R.,’ 
which appeared in August, 1928. 


NEW BOOKS 
British. 

Anderson (G.). Fixation of Wages in Australia. Melbourne and 
London : Macmillan. SJ”. Pp. 568. 2I«. 

Brayne (F. L.). The Remaking of Village India. Being the 
second edition of “ Village Uplift in India.” H. Milford. lY * I^* 
262. 6e, 
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Bbayne (F. L.). Socrates in an Indian Village. H. Milford. 8J''. 
Pp. 130. 75. 6d. 

Canney (E. E.). Lancashire Betrayed. Essays on Cotton Trade 
Politics. Manchester : John Heywoodj Ltd. 8^'". Pp. 127. 3s, Gd, 

Carter (S.). Commerce : an introductory study, Oxford Univ. 
Press. 7i\ Pp. 254. 35. 6d. 

Crick (W. F.). The Economics of Instalment Trading and Hire- 
purchase. Pitman. 8^'". Pp. 128. 55. 

Dalton (H.). Principles of Public Finance. Fifth edition, 
Routlcdge. 7J". Pp. 297. 5.5. 

Einzig (P.). International Grold Movements. Macmillan. 8J". 
Pp. 114. 65. 

Greenwood (A.). The Labour Outlook. Chapman & Hall. 
7i". Pp. 24(5. 55. 

Hewitt (H. J.). Mediaeval Cheshire. An economic and social 
history of Cheshire in the reigns of the tliree Edwards. Manchester 
Univ. Press. 8.1". Pp. 212. 215. 

Holsinger (F. E.). The Mystery of the Trade Depression. P. S. 
King. 8J". Pp. 360. 75. 6d. 

Jones (R. W.). Bankers and the Property Statutes of 1925 and 
1926. Pitman. SJ". Pp. 182. 65. 

Keynes (J. M.) and Henderson (H. D.). Can Lloyd George do 
it ? An examination of the Liberal jdedge. The Nation k Athenaeum . 
9". I^.‘44. (W. 

Laird (J.). The Idea of Value. Cambridge Univ. Pi’css. 8f''. 
Pp. 384. 185. 

Martin (P. W.). Unemployment and Purchasing Power. P. S. 
King. ly. Pp. 85. 45. i)d, (cloth). 

Peddie (J. T.). The Producers’ Case for ^lonetary Reform. Is 
Great Britain now^ a second-rate jiower ? British Economic Federation, 
Ltd. 81". Pp.33, (jd. 

Ptgou (A. C.). Industrial Fluctuations. Second edition. Mac- 
millan. 7.C'. Pp. 425. 255. 

RiIhle (O.). Karl Marx: his Life and Work. Translated by 
E. and C. Paul. Allen and Unwin. Pp. 419. 155. 

Smith (N. S.). Economic Control. Australian Experiments in 
“Rationalisation” and “Safeguarding.” P. S. King. 8.i". Pp. 
306. 155. 

SuGO (A. G.). The Arithmetic and Practice of the Foreign Ex- 
changes. Pitman. S.V'. Pp. 114. 35. 6d. 

The Statesman’s Year-book. Statistical and historical annual of 
the States of the World for the year 1929. Edited by M. Epstein. 
Macmillan. 7". Pp. 1448. 205. 

Tranter (A. V.). Evasion in Taxation. Routlcdge. 7^". Pp. 
197. 65. 


American. 

American Federation of Labor. Trade Unions Study Unemploy- 
ment. Washington : Amer. Fed. of Labor. 7". Pp. 167. 35 cfs. 

kk2 
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Comstock (A.). Taxation in the Modern State. New York & 
London : Longmans, Green. IV. Pp. 240. IO 5 . 6d. 

Fishbb (I.). The Money Illusion. New York (London : Allen & 
Unwin). IV- Pp. 245. la. 6d. 

Gee (W.) (Ed.). Research in the Social Sciences : its Fundamental 
Methods and Objectives, by R. E. Park, A. A. Young, C. Wissler, R. E, 
Chaddock, R. S. Woodworth, R. Pound, A. M. Sclesinger, J. Dewey, 
C. A. Beard. New York & London : Macmillan. 7|". Pp. 305. 
88. 6d. 

Kelley (T. L.). Scientific Method, its Function in Research and 
in Education. Columbus : Ohio State Univ. Press. IV- Pp. 195. 

Lorwin (L. L.). Labor and Internationalism. New York 
(London : Allen & Unwin). I)/- Pp. 682. 12s. 6d. (Institute of 
Economics Series.) 

Tannenbaum (F.). The Mexican Agrarian Revolution. New 
York (London: Allen & Unwin). IV- Pp. 543. 12s. 6d. (Institute 
of Economics Series.) 

Van Cleef (E.). Finland : the response of Finnish life to its 
geographic enviromnent. Columbus : Ohio State Univ. Press. 8V. 
Fi). 220. 


French. 

Gliksman (G.). L’aspcct economiquo de la question juive en 
Pologne. Paris, Les Editions Riedcr. 10". Pp. xxviii -j- 197. 25 /r. 

Jeulin (P.). L’evolution du Port de Nantes. Organisation et 
trafic depuis les origincs. Paris : Los Presses Universitaires de France. 
10". I^. 510. 60/r. 

Maxjpas (G.). Le prdlevernent sur le capital. Paris : Sirey. 10". 
Pp. 201. 30 /r. 


German. 

Bayer (H.). Strukturwandlungcn der osterreichischen Volks- 
wirtschaft nach dem Kriegc. Ein Beitrag zur Thcorie der Struktur- 
wandlungen. Leipzig & Wien : Deuticke. 10]". Pp. 170. 12 m. 

Cahnmann (W.). Der okonomische Pcssimismus uiid das Ricar- 
dosche System. Halbcrstadt : Meyer’s Buchdruckerei. 9},". Pp. S4. 

Diehl (K.) . Die rechtliclien Grundlagcn des Kapitalismus. Jena : 
Fischer. 91". Pp. 63. (Kieler Vortrage 29.) 

Hahn (A.). Cold und Kredit. Neue FoJge. Tubingen : Mohr. 
9J". Pp. 278. 10.80 m. 

Heimann (E.). Soziale theorie des Kapitalismus. Theorie der 
Sozialpolitik. Tubingen: Mohr. 9.\". Pp. 234. 9>w. 

Helander (S.). Memorandum on Post-War Prospects of Steam 
Shipping. University of Kiel. 9". Pp. 210. 

Michels (R.). Der Patriotismus. Prolegomena zu seiner sozio- 
logischen Analyse. Munich : Duncker & Humblot. 9". Pp. 269. 
8.50 m. 

Ropkb (W.). Finanzwissenschaft. Berlin : Spaeth & Linde. 
lOJ". Pp. 149. 6 m. 
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Schindler (R.). Das Problem der Berufsauslcse fur die Industrie. 
Jena : Fischer. Pp. 62. 7.50 m. 

WuRZBURGER (E.). Wie die Reparationsforderungcn begriindet 
wurden. Leipzig : Akaderaische Verlagsgcsellschaft. 9". Pp. 37. 


Italian. 

Cabiati (A.). Scainbi intcrnazionali e politica bancaria in regime 
di inoneta sana ed avariata. Torino : Jiocca. 9J ". Pp. 297. 40 lire. 

Fanno (M.). Elenienti di scicnza della finanze. Torino : Lattes. 
Pp. 289. 20 lire. 

Griziotti (B.). Prineipii di politica diritto e scicnza della hnanze. 
Padova ; MiJani Bros. 10". Pp. 324. 35 lire. 

Marconcini (F.). Vicende deir oro e deir argento dalle prerncsse 
Btorichc alia liquidazione della Unionc ]\ronetaria Latina (1803-1925). 
Milano : Societa Editrice Vita c Pensiero. 10". Pp. 410. 

MASi:-DART (H). Trc Icttcre inedito dc T. R. Maltbus (a G. Acerbi 
di Mantova). Modena. 12 lire. 

Nina (L.). Lc finanze pontificie nel medio evo. Parte I. 
Milano : Treves. Pp. 356. 20 lire. 

Racoolta di seritti in memoria di Guiseppe Cornolo. Milano. Pp. 
453. 25 lire. 

ScHEGGi (R.). La eooperazione nell’ Italia fascista. Milano. 
Alpes. Pp. 495. 20 lire. 


Danish. 

Zeuthen (F.). Den okonomiske fordeliiig. Copenhagen : Nyt 
Nordisk Forlag. A. Busek. 64". Pp. 522. 

Diitch. 

Backx (J. Pii.). De haven van Rotterdam; eeii onderzuek naar 
de oorzaken van haar econoinische beteekenis, in vergelyking met die 
van Hamburg en Ant^^ erpen (The Harbour of Rotterdam : an inquiry 
into the causes of its economic importance in comparison with that of 
Hamburg and Antwerp). Rotterdam : Nygh & van Ditmar’s Uit- 
gevers-Maatschappy . 1929. 

DE Kat Angelino (A. D. A.). Staatkundig belcid en Bestuurs- 
zorg in Nederlaiidseh-lndie (First volume of an exten.sivc work written 
for t!ie Government on the Dutch Colonial Policy). 's-Gravenhage : 
Nyhoff. 1929. 

De politick vanpublieke en paiticidiere ondernemingen in Nederland 
(The Policy of Public and Private Enterprises in the Netherlands; 
report to the International Chamber of Commerce, prepared by J. E. 
Vleeschhoxjwer for the Netherlands (kanmittee of the International 
Chamber of Commerce; has also bccji edited in other languages). 
’s-Gravenhage : Nijhoil. 1929. 

Oestion des enterprises publiques et privees aux Pays-Bas. Rapport 
a la Chambre de Commerce Internationale etabli par les soins du 
Comite National Neerlandais. La Haye : Nijhoff. 9|". Pp'. 96. 
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Kreukniet (P. B.). Het vraagstiik der loonsverhoogingen (The 
Problem of the increases of wages). Amsterdam : H. J. Paris. 1929. 

Nederbragt (J. a.). Handelsverdragen en Handelsverdrag- 
politiek (Commercial Treaties and Commercial Treaty Policy). Kam- 
pen : Kok Uitgevers Maatschappy. 1929. 

Roos JR. (H.). Japan in den Grooten Oceaan (Japan in the Pacific 
Ocean). Amsterdam : H. J. Paris. 1929, 

Smit (H. J.). Bronnen tot do geschicdenis van den handel met 
Engeland, Schotland en lerland (Sources of the History of Dutch trade 
relations with England, Scotland, and Ireland). Ryks Geschiedkundige 
Publicatie ’s-Gravenhage : Nyhoff. 1928. 

The Netherlands and the World War; Netherlands Scries of 
Economic and Social History of the World War, edited for the Carnegie 
Endowment for International Peace. New Haven, Yale University. 
1928. (Volume I, van der Flier (M. Y.). War Finances in the Nether- 
lands up to 1918 appeared in 1928.) 

Volume II. Zaalrerg (C. J. P.), The Manufacturing Industry; 
DeMonchy (E. P.), Commerce and Navigation; Romeyn 
(H. J.), The Housing Problem; Postuuma (F. E.), Food 
Supply and Agriculture; Metiiorst (H. W.), The Cost of 
Living, Prices and Wages. 

Volume III. Carpentier Alting (J. H.) and De Cock Buning 
(W.). The Effect of the War upon the Colonies. 

Volume IV. Visserino (G.) and Westerman Hoi.styn (J.). The 
Effect of the War uijon Banking and Currency; Bordkwyk 
(H. W. C.). War Finances in the Netherlands, 1912--1918 : The 
Costs of the War. 

VAN Mechelen (P. A. A.). Zeevaart en zeehandcl van Rotterdam 
(1813-1830) (Shipping and sea-borne trade of Rotterdam). Rotter- 
dam : Wed. Benedictus. 1929. 

Verslag van De Javasche Bank 1928-1929 (Report of the Java 
Bank for tlie period April 1, 1928-March 31, 1929) [An English 
translation of the report will be published shortly]. Weltevrcclen: 
G. Kolff & Co. 1929. 

Verslag van Dc Nederlandsche Banlc N.V. 1 928-1 f)29 (Report of 
the Netherlands Bank for the period April 1, 1928-March 31, 1929) 
[An English translation of tJie report will be published shortly] 
Amsterdam : Blikman & Sartorius. 1929. 


Swedish. 

Huss (E.) and HagstrOm (K.-G.), Bond Values. Obligations- 
kurser. Tables. Stockholm : Kungl Boktryckeriet, Norstedt & 
Soner. 9J". Pp. 202. 


Official. 

H.M. Stationery Office. 

Report of the Ministry of Labour for 1928. (Cmd. 3333.) 

2^. 6d. 

Report of the Committee of Experts on Reparations. (Cmd. 
3343.) 15.3d. 
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Memorandum on the Shortage, Surplus, and Redistribution of 
Juvenile Labour during the Years 1928 to 1933. (Cmd. 3327.) M. 

Memoranda on Certain Proposals relating to unemployment. 
(Cted.3331.) Is. 

India. 

Statistical Tables relating to Banks in India, 1927. Central 
Publication Branch, Calcutta. Is. 6d. 

International Labour Office. 

Unemployment; some international aspects, 1920-28. 5s. 
Methods of compiling Statistics of Coal-Mining Accidents, 2s. 

Japan. 

Financial and Economic Annual of Japan, 1928. (Government 
Printing Office.) 

League of Nations. Economic and Financial Section. 

Memorandum on Production and Trade, 1913 and 1923-7. 2s. 
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DECEMBER, 1929 

JOINT STOCK COMPANIES AND THE RISK FACTOR 

The purpose of this inquiry was to find what evidence the 
history of Joint Stock Companies could give in relation to the 
origin of what is now called rationalisation. It is generally held 
that a new and broad impulse in this direction began about the 
end of last century, and was due to the excessive costs and risks 
of independent enterprise. The contribution to this argument 
of our company reports and statistics does not appear to have 
been made. 

When all the available official data are collected there arc still 
large gaps. Except for the small and relatively decreasing Court 
liquidations, there are no collected public figures of liquidations 
before the year 1891. No systematic return of companies operat- 
ing goes further back than 1883. Indications of the conditions 
before these dates have to be collected from the Registrar’s 
evidence to Select Committees, and from other intermittent 
sources. 

Two methods were adopted in this investigation, both of 
which involved the supplementing of existing data. First, we 
can find out something about risks by taking all the companies 
that were formed in a particular year, and finding their rate of 
survival at different intervals. This has been done for the year 
1880, and tests have been applied to the sample. Second, we can 
find the percentage of liquidations to operating companies year 
by }'ear, and for this purpose the annual total of liquidations had 
to be carried further back by search of the Gazette. A percentage 
can be got since 1883. 

The course of the inquiry showed that, within the total of 
liquidations, there were differences in kind, w'hich implied different 
degrees of risk and loss, and in order to study their relative 
importance the ascertainment of the number and classification 
of liquidations was carried back to 1870. For recent years the 
figures of Mr. Seyd were available. 

No. 150. — ^VOL. XXXTX. LT. 
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Before the War, the annual Reports under the Act of 1890 
were very full, and certain official estimates of the cost of insol- 
vency were made, which have been brought into the account. 

The influence of legislation on the company statistics has to 
be kept in view, and appreciably affects some conclusions. I 
have to acknowledge the generous help of the Registrar in enab- 
ling the researches to be carried out and checked, though I am 
entirely responsible for the argument, which is based on London 
registrations. 


I 

Marshall quotes a statement of Leroy-Beaulieu that “ out of 
every hundred businesses that are started, twenty disappear 
almost at once, fifty or sixty vegetate, and only ten or fifteen are 
successful.” ^ In fact, this statement is expressly limited by 
Leroy-Beaulieu to retail businesses {tUbilanls) ; and, in any case, 
he offers no evidence for it. It is an obiter diclim, but apt to pass 
by repetition for an established estimate. 

In the theory of the representative firm, it is required that it 
shall have had ‘‘ a fairly long life, and fair success.” What is a 
fairly long life for a modern business ? 

It seemed desirable to find a basis in fact for general 
propositions of this kind, and this called for an investigation 
into the vital statistics of businesses. For this purpose, the 
available evidence in England is that afforded by Joint Stock 
Companies. 

There exists a Return made in 18C4 2 of all companies formed 
under the Joint Stock Acts from their commencement, and show- 
ing for a period of about seven years the figures of survival and 
liquidation. When the tables for England are summarised, it 
appears that 84 per cent, survived the first year, 73 per cent, the 
second, 70 per cent, the thu*d, 63 per cent, the fourth, while about 
46 per cent, survived the seventh year. There also exists a Return 
made by the Registrar to the Select Committee of 1867, giving 
even higher figures of survival ; for example, 80 per cent, of the 
companies registered in 1862 are shown as still operating in 
March 1867. 

These Returns cover too short a period, but they are vitiated 
by another fact. There is a form of enterprise which is from the 
outset of our records described as ‘‘ abortive.” Companies are 
registered which never get to work at all. Before the year 1880, 


^ Principles^ p. 622 n. 
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a company could only go off the register by formal liquidation. 
Abortive companies did not take this trouble ; they remained on 
the register, and failed to make the annual returns required by 
the law. There are penalties for such default, but the Registrar 
could not proceed to exact them unless the common informer took 
the initiative. By the Act of 1880, the Registrar was given 
power, after inquiry, to dissolve such companies. Till then they 
inflate the statistics, and it is no small inflation. For example, 
in the year 1877, when the total number of companies was about 
7,000, there were 2,750 on the register which had made no returns 
for seven years, and many more which had defaulted for three, 
four or five years. In the same year the nominal capital of 
abortive companies was given to the Committee of that year as 
539 millions, against 705 millions in going companies. Attention 
to the Act of 1880 is necessary to avoid pitfalls in the interpreta- 
tion of our company statistics. 

It was necessary to undertake a new inquiry, and this was 
done for all the companies registered in the year 1880 which had 
a share capital, 1,162 in number. This would give a run of 
nearly fifty years, long enough to give a figure for “ success.'' It 
also enables “ abortive ” enterprise to be picked out in the files, 
since these cases are shown, after 1880, as dissolved under the 
Act. The inquiry has, of course, been very laborious. 

To explain the table which follows, some further rcfcr'encc 
must be made to Company Law. A company may come to an 
end (a) by dissolution as abortive, meaning that it docs not 
operate at all, and in most cases never proceeds to allotment, 
(6) by compulsory liquidation, under order of the Court, (c) by 
voluntary liquidation. But under (c) there are included cases of 
differing significance. Voluntary wdndiiig-up may take place 
either ‘‘ because it is proved to the satisfaction of the shareholders 
that the company cannot, on account of its liabilities, continue 
in business,” w^hich means that it is in effect bankrupt; or for 
the purpose of reconstruction, in which case a new company takes 
the place of the old, with a new registration ; or for the purpose of 
amalgamation with another company ; while the rest arc simply 
voluntary liquidations, some because the company has fulfilled 
the purpose for wdiich it wns started (a very rare type), but the 
majority because the prospects are, on one ground or another, 
unfavourable. The study of w'inding-up resolutions is one of 
great interest. It enables some classification to be made of the 
forms of enterprise. In the following table the methods of 
liquidation have therefore been given separately. 

ll2 
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Companies registered with share capital in London in 1880 (to 
July 1929). 

Total == 1162. 

Abortive = 296. Wound-up for amalgamation = 54. Trans- 
ferred to public authorities = 5. Information inade- 
quate = 27. 

Failed = 654. Still operating — 126. 


Liquidation of Failures, 


Duration, years. 

CojniJulsory. 

Liabilities. 

Otlior. 

All. 


Less than 1 . 


12 

13 

35 

00 

1 

.) 


18 

20 

40 

84 

2 

,, ,, 5 . 


31 

67 

S2 

180 

5 

10 . 


19 

29 

75 

123 

10 

,, ,, lo 


4 

17 

38 

59 


„ „ 20 . 


... 

7 

34 

41 

20 

„ „ 30 . 


— , 

7 

53 

m 

:u) 

M » *10 . 


— 

0 

22 

28 

40 

» „ 49 . 



G 

14 

19 


'rotal . 


84 

177 

.393 

054 


Avorago duration 


:i-7 

7-8 

11-8 

10-7 


This table is not seriously alT(H;tcd by re-registrations, 47 in 
number, the great majority of those being banks which were 
subsequently amalgamated, and arc therefore omitted ; a smaller 
group of public utility re-registrations is also omitted. There 
were only 8 rceonstruetive registrations, sonu? of which wvvo 
clearly fresh starts. Conversion of family businesses into com- 
panies was a later development, facilitated especially by the 
Act of 1900, though referred to as a growing practice by llu’ 
Committee of 1895. Most businesses start on ,sowe previous 
basis, making a new organisation and goodwill. I am satisfied, 
by inspection, that the table represents “lifetime’’ as it ought 
to be understood. 

As regards abortive companies, the record is closed. It is 
probable that this is also the case with regard to the compulsory 
liquidations. The formal dissolution of these comi)anies may be 
delayed for as much as a generation, as the public statistics show ; 
but the winding-up Order terminates their operating life. As is 
shown later, the average lifetime of this sample agrees, as regards 
compulsory liquidations, with later data, and with what is known 
of the kind of enterprise which, speaking broadly, they represent. 
The record is not closed for voluntary liquidations, and the 
figures of average lifetime arc strictly valid only for comparison. 
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Bringing these results into relation with the statement of 
Leroy-Beaulieu, or rather the rendering of it by other writers, we 
have the following summary table for an estimate of success. 
As he mentions businesses “ which are started,*’ the table is 
given both inclusive and exclusive of abortive enterprise. It 
is obviously necessary to exclude liquidations for the purpose 
of amalgamation. But reconstructive liquidations should be 
retained, partly because a large proportion of these take place 
at a loss, but in any case because they imply that the prospects 
of the enterprise in its original form were bad, and this differs in 
no way from ordinary liquidation. 


Period. 

Porceiitagc 

1,070 

Hogistcred 
Com panics. 

Survival of 

780 

Operating 

Companies. 

No. of 
Companies. 

Ono year 

67 

92 

720 

2 years 

50 ' 

81 

636 

fi „ . . 

42 

58 

456 

10 „ . . 

31 

43 

333 

20 „ . . 1 

22 

30 

233 

30 „ . . 

10 

22 

173 

40 „ . . 

13-5 

IS- 5 

115 

49 

11-7 

16-2 

126 


If, therefore, only 10 or 15 ” per cent, arc successful, forty 
years is the measure of success for all registered companies and 
about fifty years for operating companies. If 20 per cent, dis- 
appeared “ almost at once,” this means less than a jTar for all 
companies, and within two years for operating companies. 

If the 126 companies still at work in July 1929 last on an 
average for twenty years more, the average life of all the com- 
panies formed in 1880, exclusive of amalgamated companies, will 
have been fifteen years ; if for an average of tliirty years more, 
the average lifetime will have been sixteen years, and this 
is probably an outside figure. For the o^ierating companies, 
the average duration will be twenty and twenty-two years 
respectively. 

No result could have been got except by starting at a date 
early enough to give a long run, but of course a large proportion 
of the companies of 1880 have been subject to the economic 
influences of quite recent times. In order to test the 1880 sample, 
for the early and final years of survival, a more general search was 
made of the registers in respect of companies started in 1865, 
1870 and 1875. The results were : 
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Survival of all Companies Registered, 


Year of 
registration. 

No. of 
Companies 

Operative in 

1870. 

1875. 

1880. 

1929. 

1865 . 

936 

413 

294 

250 

67 

1870' . 

541 

— 

241 

159 

— 

1875 . 

1078 


— 

— 

125 


For comparison with the companies of 1880, it was necessary 
to include the 54 cases of amalgamating liquidations, most of 
which are in later years, ^ with the following result : 


Percentage survival at years 



5. 

10. 

15. 

49. 


64. 

18S0 . 

41 

31 

27 

IM 



Other . 

44 

31 

27 

— 


HHI 


Finally, on this aspect, one other piece of evidence is available, 
which tends to show that, when all registrations are considered 
together, the high mortality of early years is becoming less. The 
Registrar put in to the Committee of 1895 a Return of the sur- 
vival of companies registered in 1890. Of these there wore 
operating in the beginning of 1895, an average survival of about 
four years and a half, 54 per cent., an increase of 10 per cent, on 
the above results. Prices were falling much more rapidly in the 
early ’eighties than in the early ’nineties, but there is no short 
correlation between prices and liquidations generally since 1870. 

These results, laboriously as they have had to bo obtained, 
can only be a tentative contribution to the question, but they 
afford at least some basis of reference. Some further comment 
may be offered on particular aspects. 

About a quarter of all company formations were abortive ; 
nearly all of these ceased making returns in the first year. TTsually 
they did not get their capital. At this date there was no Share 
Capital Duty on registration, and flotations were attempted on 
all sorts of ideas, either not bright enough or too bright; for 
example, the Cash Expenditure Repayment Trust, Ltd. No 
doubt they represent a factor in enterprise as a whole, an aspect 
of “ stimulus ” in industry. Their figure indicates the waste 
with which the successful ideas are produced, the wide field 
within which natural selection works. And this factor in entcr- 

^ Tho average duration of companios of 1880 liquidated for amalgamation to 
date is eighteen years. 
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prise is a continuing one; in the decade 1893 to 1902 about 
11,000 abortive companies were dissolved, and about 16,000 from 
1902 to 1913, which arc about 30 and 27 per cent, respectively of 
all the companies registered in these periods. The ratio in recent 
years is about a quarter. 

Speaking broadly, the 84 companies wound up by order of the 
Court represent a dificrent factor. Their short run of average 
life is not peculiar to the companies of 1880. The ample pre-war 
Reports (under the Winding-up Act of 1890) give details of these 
companies which show that, of companies registered since 1862, 
and compulsorily wound up between 1891 and 1913, the average 
life was 3-9 years, with great steadiness in the annual average. 
From 1862 to 1913 gives about the same run of time as from 1880 
to 1929. What type of enterprise (speaking broadly) do these 
cases imply? Commenting, in his first Report, on their short 
duration, the Registrar states that this fact excludes the idea 
that failure was due to the ordinary misfortunes incidental to a 
trading business. Such misfortunes, even when accompanied by 
grave mismanagement, almost invariably require a longer time 
for their denouement . . . The causes of failure must therefore 
be sought for in other directions. ... It would be difficult, if 
not an impossible task, to select out of the whole number of cases 
wound up during the year (1891) a single case in which it could 
be said that the objects of the company were reasonable, that its 
promotion and management were honest, and that its failure was 
due chiefly to misfortune. On tlie contrary, it would be easy to 
show as regards the vast majority that they were formed either 
fraudulently, or for the purpose of promoting objects which were 
illusory, or that their management was characterised by breach 
of trust, or entire ignorance and incompetence.” This kind of 
failure represents, then, a largo degree of what Marshall called 
the personal risks. At a remove from the production of goods 
is that production of paper values which Vcblen regarded as the 
type of enterprise. It is not the type, and the evidence is that 
the economic environment finds it out more quickly than before. 
The proportion of those companies which arc wound up within 
three years is, for companies formed in 1 880, about one-half ; for 
those wound up from 1891 to 1913, calling the date of registra- 
tion X, only 35 per cent, existed at the end of (.r + 3), 20 per 
cent, at the end of {x + 5), and 8 per cent, at the end of {x + 10). 
Further, while liquidations of this kind averaged a quarter of all 
liquidations from 1870 to 1884, they were only 6 per cent, from 
1904 to 1913, and about 8 per cent, since 1918. 
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It is not so easy to decide whether, between these last cases 
and the general voluntary liquidations, there is any special mean- 
ing in the voluntary liquidations which take place on account 
of definite failure to meet liabilities. One would expect that, for 
enterprise of the same quality, those businesses which have gone 
on until overtaken by their liabilities would on the average last 
longer than those which were wound up in anticipation of this 
result. But in this sample they have a much shorter average 
life. It would affect any conclusions which might be drawn 
from the mere numbers of failures over a period of time if, within 
the total figures, this class of failures were increasing to any 
important degree. There is some increase over a long period. 
The proportion of voluntary liquidations which took place 
through inability to meet liabilities was 32 per cent, for 1870-79, 35 
percent, for 1880-90, 35 per cent, for 1896-1905, and 44 per cent, 
for 1906-13. Since 1921 it is in the neighbourhood of 50 per cent.^ 
If the relative figures of the 1880 sample were roughly representa- 
tive, 7*8 years for these cases against 11*7 for other voluntary 
liquidations, this influence would be tending to shorten the life- 
time of companies. If we reject as unlikely the interpretation 
that the increase in this kind of failure is due to a decrease in the 
quality of management, the other interpretation is that the enter- 
prise of independent companies has been recently more liable to 
fail through influences acting suddenly, and not capable of being 
foreseen. This is what is held by the amalgamationists and 
rationalisers. 

II 

A mortality of 57 per cent, of operating companies within ten 
years is a heavy charge, even if the industrial system has become 
accustomed to losses of this magnitude. There have not hitherto 
been data with which to obtain a long view of the progress of 
risks, or to test the statement of Marshall, that “ the risks of 
trade are on the whole diminishing rather than increasing.’’ ^ 
This statement appears unchanged from the first to the last 
edition of the Principles, with the proviso “ as we shall presently 
see.” At the date of the first edition there were, except for the 
small number of Chancery cases, no collected public statistics of 
liquidations in this country, and those which now exist begin 
with the year 1891. It is so desirable to know more about this 

' Complete figures sin?.e 1896 are those of Mr. Seyd, for the United Kingdom. 
My own figures are appended. 

* Principles, p. 621. 
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subject that I have carried back to 1870, by search of the Gazette, 
the facts as to number and classification of liquidations. The 
numbers are in some ways a better index than the sums of money 
involved, since the latter are unduly influenced in certain years 
by a small number of large failures, while the former indicate the 
spread of the influence of the conjuncture. The liquidation 
figures can be used for correlation with other data since 1870, but 
it is more important to use the percentage of liquidations, which 
is only available since 1883,' the first year in which we know 
accurately the number of companies on the register. The 
numbers and percentages w\]\ not do more than show a tendency 
from year to year, and the latter arc not the rate of financial risk. 
If, however, we know from other sources what the financial loss 
was at any time, in relation to the operating capital, we can refer 
the percentage of failures to this figure, and make some tentative 
estimate of the burden to industry and the nation at other dates. 
Anyone who has had to examine company statistics carefully 
realises the difficulties, but at least the draft of an argument 
seems to be possible. 

The percentage of companies entering on liquidation for all 
reasons, to the companies subject to the risk in each ycar,^ is as 
follows : 


1883 

7-0 

1895 

5-8 

1905 

1 4-0 

' 1920 

4-4 

5 

t)-4 

0 

(i-3 

(5 

4-5 

1 

3-9 

7 


7 

7 0 

7 

4’5 

2 

3-6 

8 

fi-ri 

8 

7'2 

H 

5-0 

3 

3-4 

9 

0-5 

9 

0-7 

9 

4-4 

4 

3-3 

1890 

C-3 

1900 

6-4 

1910 

40 

5 

31 

1 

6-2 

J 

5-5 

11 

41 

(i 

2-9 

2 

(i-8 j 

2 1 

5-2 

12 

3-9 

7 

2-S 

3 

G1 

.3 

4-8 

13 

3-4 

8 

3-1 

4 

5'8 

4 

4*0 






A general pre-war downward trend was notably broken in the 
years of activity at the end of last century. In these years there 
was a sharp rise in company liquidations entered into for the sake 
of amalgamation or reconstruction. These accounted for over 20 
per cent, of all the liquidations in 1896 and 1898, and for only 8 per 
cent, in 1913. But even when all the amalgamations, and recon- 
structions not made at a loss, are deducted, there was a rise in the 
rate of failure, and it seems probable that many short-lived 
companies were floated at this time.® On the whole, these figures 

' C. 3542. “ This figure has been adjusted for mid-year. 

* Comparing Gazette figures with the special return for 189(5, about 40 per cent, 
of reconstructions in that year were made at a loss. 
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show a decline in the rate of failures of a substantial amount, and 
this tendency was resumed after 1920.^ Though amalgamations 
were, even at the highest, a small proportion of liquidations, it 
is open to argue that their influence was among the factors which 
reduced the rate of failure in the decades before and after the 
War. I do not think, however, that they were a large enough 
factor nearly to account for a fall in the liquidation rate from 
6-2 for the decade 1893 to 1902, to 4*3 from 1903 to 1913. Bank- 
ruptcy figures were also falling. 

But if the evidence goes to justify Marshall’s view, expressed 
before there was any significant tendency towards combination, 
that trade risks were declining, yet what kind of financial result 
corresponds to a given rate of liquidation? What the ration- 
alisers have held is that the money burden behind a liquidation 
rate of 4 per cent, was unreasonably heavy for industry and the 
nation, and creates too large a margin between pure and gross 
interest. Is it possible to indicate the kind of financial figure 
which is behind this ? 

Some partial estimates have been made. The Registrar 
calculated for 1891 a total loss of 36 millions, or 20 millions 
exclusive of vendors; for 1892 the latter figure was 25 millions. 
A special return to the House of Commons in 1 899 gave for the 
year 1890 a known total loss of 15 millions, which with allowance 
for the unknown cases would be about 21 millions.^ A more 
comprehensive analysis w\as given for the decade 1893 to 1902.'* 
Under the Act of 1890 the Board of Trade has financial informa- 
tion of the details of companies voluntarily wound up, if the 
liquidation takes more than a year. This, together with the 
information necessarily supplied by compulsory liquidations, gave 
a sample of about half of all the 15,000 cases of the decade. On 
this basis the losses were, in thousand of pounds : 

Vendors 180,000 

Public : 

Shareholders 105,000 

Creditors ...... 38,000-203,000 

According to the allowance made for the real value of vendors’ 
capital, the annual loss would be from 25 to 30 millions a year. 

The paid-up capital involved was 560 millions, about equally 
divided between vendors and the public. The fact that vendors* 

- ^ The post-war figures evidently call for further investigation. 

a No. 328 of 1899. 

• No. 291 of 1903. I have corrected on error in tabulation of tho results. 
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capital may have been sold to the public would not matter in the 
national account. The percentage loss on all the capital is the 
same, and the average loss to shareholders of 35 millions is to be 
reckoned against the average paid-up capital of registered operat- 
ing companies for the decade, which was 1,229 millions. The 
average capital at risk was 1,285 millions, and the average loss 
was 2-7 per cent, of this. 

In this decade the average real rate of return on Consols was 
2*6 per cent. This may provisionally be called pure interest. 
So far as these data enable one to offer a figure, the economically 
necessary rate on company enterprise was not below 5J per cent., 
with some addition for uncertainty, and gross interest was twice 
pure interest. If, conscious of the difficulties of going far from 
one’s base, a figure is tentatively offered for the years 1903 to 
1913, allowing for the rise in the real return on Consols to 3*4, and 
of the fall in the index of liquidations, this figure would again be 
about 5J per cent, (plus uncertainty), and gross interest would be 
Ij times pure interest. One might venture a pre-war economic 
rate on company investment of about 6 per cent. 

Of the real annual losses by insolvency in 1893-1002, the more 
certain parts are : 

Banlmiptcy 9 millions. 

Companies 20 millions, 

or about 36 millions if vendors’ capital is taken at one-third. 
This was 2 per cent, of the national income, or from 10 to 12 per 
cent, of the national savings of that time. 

Ill 

The last aspect of the question concerns the inferences \vliich 
may be drawn from the returns of companies by size, as tested by 
paid-up capital. Since the Acts of 1867 and 1877 it has been 
legal for both nominal and paid-up capital to be increased or 
diminished, and the record of companies is kept up to date in that 
respect. We know, from company statistics, the total and 
average paid-up capital in 1885, and from 1887 onwards. Earlier 
history must be collected from various sources. The return of 
1864, our first important source of official information, can be 
made to give an approximate figure for that year of about 
£20,000. But a startling result is got from the return of all cases 
wound up by the Court from 1862 to 1868, showing an average 
paid-up capital of £70,000.^ This is a bad sample, because the 

* No. 104 of 1869. 
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smash of 1866 was responsible for the failure of large financial 
concerns ; when these and some large Parliamentary companies 
arc taken out, the average figure is about £40,000. Next is the 
estimate given in 1877 by the Registrar to the Committee of that 
year; about 7,000 going companies had an average paid-up 
capital of about £45,000. Then the Parliamentary return of 
1883 gives an average of £53,000, and we join on to the first 
regular return of 1885 with £54,000. 

The average paid-up capital increased until 1892, when it 
reached a maximum of £64,000, since when it showed a steady 
decline to £40,000 in 1913. It is, even at post-war prices, still 
under £50,000, the figure of 1905. 

These capitalisations are for the unit of enterprise, allowing 
for all amalgamations. Scale of production depends rather on 
the unit of process, or establishment; and, while an increase in 
the unit of enterprise docs not necessarily mean an increase in the 
unit of process, it is very likely that these vary in the same way. 
In any case, a reduction in the unit of enterprise is very unlikely 
to imply anything but a reduction in the unit of process. F urther, 
even when the effect of invention is allowed for, it is very likely 
that a continuous reduction in paid-up cajiitalisatiori involves a 
reduction in scale on the av'crago however computed. 

The reduction in average capitalisation has no relation to tlie 
movement of prices. It may have been affected somewhat (I am 
informed that it has) by tlic increase in Share Capital Duty from 
2s. per cent, to £1 per cent, between 1889 and the War; though 
this is more likely to have affected the nominal than the paid-up 
capital registered. 

The proposition that an increase in the volume of production 
means an increase in the representative business would almost 
certainly imply an increase in the average; there would be an 
increase in the average plus some other fact of tlie distribution, 
but certainly an increase in the average. Therefore, in relatin' r 
to general theoretical propositions, the company figures requii' 
interpretation. 

The high average figures reached between 1887 and 1894 arc. 
probably due to the legislation of 1880, which gave the Registrar 
power to strike abortive companies off the list. It must hav(' 
taken time to overtake the arrears, and in fact most of the abor- 
tive companies of the year 1880 were struck off in 1887. The 
removal of numerous companies with very small paid-up capitals 
must have put up the average for some time, until an adjustment 
with the annual inflow was reached. A due allowance for this 
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fact would at any rate flatten down the figures of the ’eighties and 
early ’nineties. And, as there was great irregularity in the 
number of abortive companies struck off after 1896, some influence 
of this kind may persist. But every allowance for it, and it must 
be less against an increasing total of companies, still leaves a 
substantial decrease of capital to explain. 

The total of companies registered is a complex continually 
changed by new industries, so that, just as Marshall insisted that 
the history of an industry was not like that of an individual 
company, the total of companies is not like the history of any 
industry. A stage comes, as he pointed out, in many industries, 
when a large capitalisation is needed for a fair start. But change 
in the constitution of industry as a whole keeps the door open for 
companies of at first small size. 

Again, many relatively small businesses arc operated with 
high efficiency, and it is of interest to observe that Newmarch, 
in his evidence to the (Committee of 1877, expected that the 
I)rivate company would offer great resistance, for this reason, to 
the development of the public company. Chadwick agreed with 
him that tlie class of persons who put their money into public 
companies came to be content with conventional rates of dividend, 
and that the nearer you approach to the management of a 
private com])any, the better.” And the disadvantages of 
])rivatc businesses have, in more recent times, been offset by 
external economies which arc well known, apart from the sup- 
port of trade agreement.s. 

Private companies were recognised by the Act of 1908, but 
the economic facts existed long before then. In 1890 they were 
about onc-tliird of all the companies registered, and their average 
iwminal capitalisation was about two-lifths that of all companies. 
According to figures supplied to the Balfour Committee they 
formed in 1910 about half the register; in 1925 they were about 
90 per cent, of it. The legislation of 1900 encouraged formations 
of this kind by exempting them from certain obligations, as well 
as conversion of otluT businesses into this form. But it does 
not follow that this Act gave any special impulse to the formation 
of synall comj^anics, all that is shown being a change of legal form. 
The legal changes have in fact enabled the detection of a large 
and increasing group of relatively small companies. 

On the return to the Committee of 1895, the survival at about 
five years of private companies was about ten points per cent, 
above that of all companies. Discarding legal forms, and taking 
only the nominal capitalisations of all companies registered in 
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1890, the five-year survival is only two points per cent, worse for 
all companies capitalised at over £20,000 than for all companies 
capitalised at over £100,000.^ 

Now the question here is, how the facts regarding size of 
companies are related to the results regarding risk of the preced- 
ing sections. Whatever the measurable burden of these risks 
by one test or another, were they so felt by enterprisers as to bo 
the most important explanation of tendencies which began to be 
considerable at the end of last century ? The reply, that com- 
paratively small businesses were of increasing importance and 
had a high degree of success, would so far negative this con- 
clusion. But if the explanation is probably to bo found in 
changes in the complex of enterprises, always giving a field for 
the starting of new kinds of industry, this would not negative the 
conclusion that a stage is reached in the organisation of any 
industry when external economies cannot offset the uncertainties 
and secrecies of indei)endcnt enterprises; in other words, when 
the economically necessary rate of average return, of which a 
measure has been attempted for this period, could not be com- 
petitively obtained. From the national point of view the word 
used is rationalisation; from the company point of view it is 
defence. When we bring into relation with general statements 
which are widely current, such facts as can be gathered from 
company statistics and inquiries, we get a measure of loss and 
cost which, from the former point of view, is very considerable ; 
that, from the latter point of view, the sense of this loss occasioned 
a new movement to lessen risks is not, as it might seem to be, 
denied by the iJcrsistencc of relatively small enterprises. 

I). 11. Macgregor 


^ Registrar’s statistics to the Committee. 
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Note , — ^The following figuroa, ospocially those previous to 1891, are supplied 
as of possible use to other inquiries. 


Liquidations begun. 

(London Gazette and Judicial Statistics.) 


Nov.- 

Oet. 

Compulsory. 

Voluntary. 

Total. 

No. 

®/ 

/o* 

No. 

Liab. 

Liab. %. 

K. 

A. 

1869-70 

lOK 


205 

40 




306 

-71 

63 


171 

45 




234 

-72 

67 


201 

41 




258 

-73 

76 


274 

67 




349 

-74 

81 

k o-*; 

313 

83 




394 

-75 

138 


351 

118 

jj 

15 


489 

-76 

147 


350 

129 


13 


503 

-77 

119 


334 

no 


19 


453 

-78 

95 


371 

140 


12 


466 

-79 

I2lj 


441 

203 J 


16 


562 

-80 

127^ 


309 

128 


13 


436 

-81 

126 


389 

141 




515 

-82 

134 


392 

132 


16 


526 

-83 

147 


442 

152 


42 


689 

-84 

158 


433 

193 


32 


591 

-85 

117 

22 

440 

173 

35 

35 


557 

-86 

no 

! 

410 

174 

f 

38 


550 

-87 

129 1 


510 

199 


39 


639 

-88 

124 1 


539 

177 


83 


663 

-89 

132 ! 


590 

176 


95 

13 

722 

-90 

138/ 


617 

192 


92 

17 

785 

1891 

119'| 


770 

253] 

i 

92 

40 

889 

94 

1141 


8N3 

295 1 

[ .,0 

79 

21 

997 

06 

861 


1174 

3821 


1S4 

76 

1260 

98 

125j 


1620 

4l5j 

1 

2S3 

no 

1745 

1900 

117 1 

1 

1757 

58 n 


215 

95 

1874 

06 

iiol 


1568 

6361 

1 40 

101 

59 

1684 

07 1 

108 1 

r. 

1 ^ 

1 695 

761 


129 

21 
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A SCEPTICAL VIEW OF THE THEORY OF WAGES 


A TiiADiTiONAL empiricism in . Anglo-Saxon countries seems 
to have given us a bias against those studies of methodology 
which have held so bold a position among some foreign schools 
of thought. Usually we arc satisfied to put such formal problems 
behind us with a cursory quotation from Mill, priding ourselves 
on our faith in common-sense definitions and our devotion to 
practical results. Our instinct is to be impatient with the critic 
who says that our theoretical system is “ internally inconsistent,’* 
and to reply to him : “ Surely you do not deny that the theory 
throws light on practical affairs 1 ” Rather sacrifice logical 
consistency than wreck a fruit-bearing analysis. Jtathor rim 
tlie danger that economic quackery may don the guise of political 
economy than let a chapter of useful advice to the Sovereign ” 
pass unhonoured. 

Such bluff common-scn.se is not without its dangers. It may 
well be a cloak to a laziness of thouglit which harbours confusion 
as to what our propositions imply and what our symbols mean. 
It can often lull us into thinking that w(^ undiustand the words 
that we are using when we actually do not — into resting our 
thought on a number of assumptions which we liave not explored 
and of which we may not even be aware, if, as signs are imt 
altogether lacking, economic .science lias to-day readied an 
important turning-point, this neglect of methodology may be an 
obstacle to advance. At least, the modern tendency to shift onr 
emphasis to applied economics, to free our deiinitions from 
dependence on specific philosophical .systcm.s and to bring tluin 
into line with the phenomena of the market-place, gives a speciii 
urgency to the need to reconsider the actual texture of o,.: 
generalisations. 

This traditional neglect of methodology is particulariy 
exemplified in the somewhat vague notions which seem to pre\ ul 
among us as to the criterion of adequacy wlien applied to an 
economic theory. And it lull.s rather than clarifies thought to 
reply that a law is a statement of tendency or that a theory in 
intended to explain. Nor does the statement that a theory 
is designed to enable us to make a forecast and that its adequacy 
should be judged to this end take us very far. A result of this 
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common-sense bias of our text-books against probing the matter 
further lies in our inclination to be hoodwinked by a truism under 
the guise of a pretentious formula, or with an air of finality to 
explain one unknown quantity in terms of another variable that 
is equally unknown. And nowhere more than in the sphere of 
distribution in general, and the lu’oblem of wages in particular, 
docs a chaos of theories seem to call for some such criterion of 
adequacy to clear the field. 

The most elementary form of generalisation consists of a 
statement, based on observation or on logical inference, that two 
variables are related in some manner, l)ut without tlie relation- 
ship being defined. Second in order comes the statement, in the 
form of a functional equation, which defines the movement of a 
particular quantity in terms of other variables to which it is 
related. I'hird is a group of generalisations which together enable 
a certain equilibrium to be postulated. 

In the lowest rank of this hierarchy our knowledge is con- 
fined to the fact that if one of the factors is changed, tiie other 
will change also. In the second case the possible range of asso- 
ciated changes is stated for us and at the same time limited : in 
the language of practice we are told that change in our original 
variable can be ‘‘ caused ” only by a change in one of the stated 
factors. The factors in question are shown to constitute a 
system, in which a change at one point will produce change at 
some other point. J3ut we do not know more than this : we 
cannot forecast the degree of change in x which will result from a 
given change in //. In the third case we have a higher order of 
knowledge. Hero, on any given set of assumptions, one can 
postulate a certain " necessary ” equilibrium, and one can 
j)Ostulate the nature and degree of alteration in this equilibrium 
which a change in the “ given ’’ quantities will achieve. Clearly 
it is to this third order of Imowledge that economic theory seeks 
to attain and to which all propositions in the theory of value 
claim to attain. Iter instance, in so far as the theory of money 
merely connects the value of money with the related factors on 
which it depends, it falls w ithin the second rank of the hierarchy. 
13ut in so far as it claims to foretell the degree of change in the 
value of money w'hich will ensue from a given alteration in one 
of the related factors, e,g, the quantity of money — as did most of 
the customary pre-war formulations of the theory then it 
clearly aspires to the third rank. And the theory of w^ages, 
which is hero our immediate concern, certainly claims to be 
judged adequate in its ability to postulate an equilibrium. 

No. 156. — ^VOL. XXXIX. 
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About the precise significance of the term “ indeterminate ’’ in 
economic theory there seems no very settled opinion, and Marshall 
differs from Edgeworth on the matter, and both of them in turn 
from Pareto. Less difficulty, however, exists about defining the 
positive conditions necessary to postulate a determinate equili- 
brium. Clearly the essential difference which separates cases 
of our second category from those of the third consists in the fact 
that the latter consists of statements capable of formulation as a 
system of differential equations which are capable of solution. It 
is this solution which constitutes the equilibrium, any particular 
solution depending upon the values assigned to the “ constants.” 
Where the equations arc not capable of solution, no equilibrium 
can be postulated, and the knowledge which our theory affords 
is limited to that in our second category. As Pareto has pointed 
out, the condition for a sj^stem of equations to be solvable is that 
the number of equations, or independent known conditions, is equal 
to the number of unknown variables. If the number of equations 
is less than the number of unknowns, then there are insufficient 
data to provide a solution. If the number of equations is 
greater than the number of unloiowns, there is a state of over- 
determination,” the significance of which presumably consists 
in some contradiction in the assumptions ado};)ted or in the 
fact that one equation is really implied in another, perhaps 
because of some undiscovered and relevant relation between the 
constants themselves. To tliis end the ecpiations must fulfil 
an important condition of independence : a change in the value 
assigned to one constant must not affect the form of another 
equation nor any other (jonstant. Otherwise there would bt' 
some significant relationship left out of account : one of the 
“ constants,” indeed, would prove not to be a “ constant,” but 
itself an unknown variable ; and with existing data the eciuations 
could not provide a solution. 

In the ordinary comj)ctitivc theory of value the demand an*' 
supply curves represent two equations relating demand-price t * 
quantity and supply-price to quantity. In these equatiou ’ 
utility and cost respectively figure as constants. Therebj' 
determinate equilibrium is provided, or a single solution whi«*l» 
satisfies the conditions for each of the various possible numbeiM 
to be assigned to utility and cost. 'J'he condition of adequacy is 
fulfilled by virtue of an important assumption — the assumption 
of the independence of the supply and demand curves. General 
equations of prices for commodities in general, with which Pareto 
and the Lausanne school are concerned, are likewise rendered 
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determinate on the assumption of the independent existence of 
two sets of quantities, utilities in consumption and disutilities 
in production, the pleasures of enjoyment and the pains of effort 
and sacrifice. Equilibrium is established where the two quantities 
are equal at the margin of all lines of production. In the theory 
of distribution an attempt is made to carry over the same method 
of analysis and to apply it to the price of the factors of production.* 
To take the particular case which interests us here : wages, as the 
price of labour, are regarded as determined by the conditions of 
demand and supply, with the condition that in a competitive 
labour market the demand-price (or marginal net product) and 
the supi)ly-price will coincide. And here again the implicit 
assumption of the independence of the demand and supply curves 
is required. By “ independence ” for this purpose it is necessary 
to mean that a change in one of them, through its effect on the 
price of labour or on any other prices, does not thereby produce 
a change in the other. Any set of values and any combination 
of sets of values (within reasonable limits) must be able to be 
assigned to the “ constants ” which provide the solution to our 
equations : otherwise a change in one cannot be conceived 
without some possible related change in another. 

An examine of where this assumption of independence would 
not hold in the case of a specific commodity was afforded b}" Mr. 
Sraffa in his important article in the Economic Jouiixal for 
December 1920 (to which I am personally indebted for providing 
this present train of thought). 

If in the ])roduction of a particular commodity,’^ he 
wrote, “ a considerable part of a factor is employed, the 
total amount of which is fixed or can be increased only at a 
more than proportional cost, a small increase in the pro- 
duction of the commodity will necessitate a more intense 
utilisation of that factor, and this will alTect in the same 
manner the cost of the commodity in (juestion and the cost 
of the other commodities into the production of which that 
factor enters; and since commodities into the production 
of which a common s])ecial factor enters are frequently, to a 
certain extent, substitutes for one another (for exam 2 >le, 
various kinds of agricultural produce), the modification in 
their price will not be without ap 2 )rcciable effects upon 
demand in the industry concerned,’' 

Eor instance, if the product in question is wheat in a country 

where both rye*flour and wheaten-flour are widely consumed, an 

mm2 
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increased production of wheat, by transferring land to wheat- 
production, will raise the rent of rye-land and the cost and price 
of rye, and thereby, since rye is an important substitute for 
wheat, will affect the demand-curve for wheat. Another example, 
more directly relevant to what we are considering, would be an 
agricultural improvement which lowered the cost of wheat (but 
not of rye) and extended the area of wheat-production. This, by 
altering the cost of land available for rye, would affect the cost 
and price of rye-flour, and thereby would react on the demand- 
curve for wheat. In the majority of cases, however, where a 
commodity occupies only a small part of the total supply of the 
factors of production, while the money spent on it represents 
only a small part of the total income of the consumers who buy 
it, reactions of this kind arc regarded as being sufficiently small 
as to be negligible. They arc relegated to the category of the 
‘‘ second order of small quantities.” The prices of the factors 
of production on tlie one hand, and the marginal utility of income 
to consumers on the other hand, arc regarded as being virtually 
unaffected by the terms of this ])articular act of exchange ; and 
the assumption of independence, tlioiigh not precisely true, is 
lield to be true with a suflicieiit degree of aj)proximation to 
satisfy both logic and expediency. 

In the classical statement of the wages-fund doctrine wages 
were assumed to be a simple function of the wages fund and the 
labouring population. In this crude form it was subject to the 
serious objection that an increased supply of labour, cheapening 
the price of labour, would tend thereby to cause an increase in 
the wages fund by making the investment of capital in the employ- 
ment of laboiii more profitable than it was before. Hence Dr. 
Marshall’s aphorism that the demand for labour was “ not 
fund but a flow.” In the reconstructed form which the theoi v 
assumed towards the end of the century the wages fund wjis 
itself regarded as a variable which was related to the investor ^ 
sacrifice or abstinence in lending his wealth for the employnu iit 
of labour. This scale of aversions or sacrifices, unlike the wag( S 
fund itself, was regarded as unaffected by the dearness or cheap 
ness of labour, given a certain volume of the national income. 
Similarly, the supply of labour was related to the disutility 
involved in work. In a competitive labour market, accordingly, 
a determinate equilibrium existed, where at the margin the 
disutility involved in the marginal unit of work supplied (when 
expressed in money) equalled the disutility involved in the 
marginal unit of the investors’ investments. 
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Superficially, therefore, the theory of the labour market 
appears to be as adequate as the theory of a commodity market. 
Moreover, a particular corollary attaches to the theory of wages 
which gives to it the most important part of its practical value. 
This corollary depends on the coneeption of the wages fund, or 
the aggregate demand for labour, as being positively correlated 
with the profit received by the mvesting class : if profit increases, 
the supply of capital is likely to increase too. In other w^ords, 
the wages fund or the demand for labour is regarded as being 
elastic ; from which it follows that any increase in the i^rice of 
labour per unit must decrease the earnings of labour absolutely 
(other things being equal), even though it increases them rela- 
tively. Conversely, every cheapening of the cost of labour must 
increase aggregate wage-earnings and so benefit capitalists and 
labourers alike. 

But on closer scrutiny the adequacy of this parallel between 
a labour market and a commodity market proves to be apparent 
rather than real. Various writers, of course, have pointed out 
that numerous constants in the equation by which tlic demand 
for labour is formulateil may be aifeeted l)y changes in wages : 
for instance, the state of technique and of industrial organisation. 
But this is not a fundamental ineonsisteney. The relationship 
which is indicated {c/j. between wage-changes and the stimulation 
of economies of management) is casual and occasional rather than 
necessary; and Uic're is nothing inconsistent with logic or even 
with a considerable range of practice in framing our equations 
without taking sucli a relationship into account. But there 
exists a much more fundamental reason for disputing the assumed 
independence of tlie suj)ply and demand curves. In the case of a 
commodity market, as w(' have seen, this assumption is justifi(*d 
to the extent that the auu)\int of income spent on the commodity 
and the amount of the agents of production used in producing it 
constitute only a small jH’oportion of total income and of the 
total supply of tlu'se agents respectively. In other words, the 
marginal utility of income both to buyers and sellers can be 
regarded as unallceted l)y the j)rice at which exchange takes 
place and by the volume of such transactions. When labour, 
however, is being sohl, the marginal utility of income, at any 
rate to the scIUt, cannot be treated as constant. Since the 
labourer is propertyless, the sale of his labour will constitute his 
only source of income, and the terms of the sale tvill virtually 
affect his whole position and will be the principal determinant 
of the labourer’s subjective valuation of his own labour in terms 
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of the income which he secures in return. In other words, a 
change in the price of labour in either direction is likely to produce 
a change in the supply-price of labour of a similar kind, thereby 
creating a tendency for any fall in wages to become cumulative, 
as in the classic case of sweated trades. If we have here an 
equilibrium at all, it is unstable rather than stable. The buyer 
of labour, in so far Jis he is purchasing a large number of units 
separately, will not be in the same position. The result of any 
one transaction concerned with the purchase of a particular unit 
will not suffice to affect the marginal utility of income to him. 
But if an employer purchases his labour as a whole by a collective 
hiring, and to the extent that the employment of labour is his 
main source of income, every change in the price which ho has to 
pay will suffice materially to affect the marginal utility of income 
to him. 

If this crucial assumption of independence does not hold, then 
exchange in the labour market ceases to be subject to a deter- 
minate equilibrium and is characterised instead by the iiideter- 
minatencss which is considered to belong to barter transactions. 
In Dr. Marshall’s famous “ nuts and apples ” example, ^ the actual 
rate at which the two are bartered cannot be determined, sinc(^ 
the initial terms on which exchange takes place will affect the 
marginal utility of nuts and a])ples to the respective sellers, and 
so will affect their respective offer curves ” which represent their 
future willingness to trade. In these circumstances exchange 
will continue up to the point where further exchange ceases to 
afford increased satisfaction to one of the parties —a point lying 
along a determinate curve which Edgeworth called ‘‘ the Contract 
Curve,” and ^^hich must lie inside the two zero “indifference 
curves ” representing the various rates of exchange that yield 
no net advantage to the two parties. But the tinal rate of 
exchange may be at any point along that curve; and, therefort', 
as Dr. Marshall has said, while “equilibrium has been attained, 
it is not the equilibrium, but an accidental equilibrium . . . d 
would be an arbitrary equilibrium.” Dr. Marshall points (jut 
that this indeterminatcncss would ap^dy to a hundred people 
bartering nuts and apples as much as to two, and suggests Hint 
it is due simply to the absence of money. If apples were sold 
against money, they w'ould probably represent so small a pro- 
portion of the buyers’ purchases that their price would leave 
the marginal utility of money untouched, whereas their direct 


‘ Prtiiciplea, App. F. 
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exchange against nuts, of which the buyer has only a limited 
supply, does not enable the utility of nuts to be treated as a 
constant in the same way. Similarly in our case of labour an 
equilibrium cannot be postulated because labour is not one 
among many alternative objects of sale and purchase, but is the 
sole object of exchange in this particular sphere. 

But even though the classical conception of a determinate 
equilibrium of wages may be dethroned, the corollary with 
regard to aggregate wage-earnings still seems to continue in 
favour — a corollary now belonging to our second category of 
knowledge though not to our third and higher category. And 
this favour it retains for a special and peculiar reason. When 
with a lowered income the utility of income to the worker increases, 
he is likely (up to a jjoint at least) to be induced to work harder — 
to offer more aggregate effort than before. In so far as the 
changed income ho receives reacts on his habits and his con- 
ception of conventional necessaries, a secondary effect in the 
opposite direction will result. A rise of wages may develop new 
standards and habits which increase his wants and increase the 
utility of income to him ; while a fall in wages, by contracting his 
standards and habits, may decrease his wants and lower the 
intensity of his desire for income. This secondary effect, how- 
ever, will probably do little more than retard the operation of the 
primary effect wdiich we have mentioned. But the case of the 
capitalists presents an opposite situation. Any change in the 
bargain between themselves and th(‘ir labourers, altering the 
marginal utility of income to them, will affect their willingness to 
accumulate and invest capital, not in the same, but in the opposite 
direction. An increase in the marginal utility of income to the 
worker will increase his willingness to work; an increase in the 
marginal utility of income to the ca])italist will decrease his 
willingness to save ; and this it w ill do for the reason that when 
ho invests he is foregoing present wants in return for a future gain, 
and any increase in the iiiteiisitv of present w ants, by increasing 
the rate at vvhich lie discounts tlie future, is likely to decrease his 
willingness to save. 

For this reason, the possibility of a change in the labour- 
bargain reacting on the demand curve for labour, in the way that 
it may on the supply-curve, is considered as being very limited. 
The conception of a demand-curve for labour as independent of 
the price of labour is still regarded as approximately correct, even 
while the independence of the supply-curve may be relegated to 
the limbo of discarded doctrine. And this demand-curve is of 
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an elastic type, so that the amount of labour which the capitalist 
is willing to purchase will be larger when wages are low than 
when they are high. Consequently, while the employer may 
push down the rate of wages and at the same time increase 
aggregate profit, the labourers on their side, by pushing the terms 
of the bargain against the employer, cannot increase the aggregate 
earnings they receive. The dearer the price of labour, other 
things being equal, the smaller will both aggregate profits and 
wage-earnings tend to be ; the cheaper the price of labour, the 
larger the income both of capitalists and workers. An extor- 
tionate trade union is more likely to do harm to the future than 
an extortionate employer. 

But this view remains insufficient, if not actually false, until 
we have taken account of the possible effect of changed income 
on the habits and conventional standards of the investing class. 
In the case of wage-earners we have suggested that this relation 
is probably of secondary importance and does not disturb our 
initial conclusion that the marginal utility of income varies 
inversely as the amount of income possessed. In the case of the 
capitalist, however, this relation b(?twecn income and habit is 
likely to be of much greater importance, and proba])ly even is of 
primary importance. This enhanced importance it will have for 
the reason that the desire for luxuries is much more inlluenced 
by habit, custom and conventional standards than is the desin^ 
for necessaries. Consequently, desire for income on the part 
of the propertied class will contain a conventional element to a 
very much greater extent than will the desire for income on the 
part of wage-earners, whose chief cxi)en(Uture is on essential 
clothes and food. It seems not improbable that the major ])art 
of the desire for luxuries (or their utility) is conventional — a ])oin< 
which the late Thorstcin Veblcn has so cogently argued. Ihrf' 
joy in the parlour aspidistra equally with the pride of the socici\ 
hostess in her diamond tiara seems entirely conventional — 
either be aesthetically desired for its own sake alone? C'u 
need for afternoon tea is mainly because others drink it; our 
desire for a tailored suit is chiefly because it is customary and 
carries a certain social prestige; the zeal for filling bookshelves 
with first editions and sideboards with hall-marked silveu* would 
undoubtedly be much smaller if these were not considered the 
“ done thing to do. If we take all such conventional standards 
as independent “ constants ” in our equations, no formal difficulty 
arises, and to this extent the conception of an independent demand- 
curve for labour remains. The question hero is one, not of 
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logical consistency, but of consistency with practice. In the 
case of our previous and more fundamental difficulty it was a case 
of the logical inconsistency of treating the marginal utility of 
income to the worker as a “ constant ” when the income of the 
worker was implied in the definition of what the marginal utility 
of that income was. Here it is a jiractical question of whether 
the assumption of conventional standards as independent of the 
income of the class in question is consistent or not with the actual 
facts. 

If such an assumption is illegitimate, there is no warrant for 
concluding that a rise in the price of labour, decreasing the profits 
of the projjertied class, will necessarily cause a shrinkage in savings 
and hence in the wages fund. It may merely cause a revision of 
conventional standards, diminishing the intensity of desire for 
present income on the part of those who have a surplus to invest. 
True, conventiojial standards, once acquired, impose a severe 
resistance against any downward revision. It needed the carnage 
of the Great War to w eaken the habit of enjoying the drama in the 
constricting uniform of a high collar and boiled shirt ; and even 
so reasonable a wTakening as this lasted scarcely longer than two 
years. And the history of aristocracies has shown the universal 
tendency to carry the challenge of privileged standards up to the 
very jioint of revolution. But wdicn the national income is 
expanding the position is different ; and it may well be that if a 
diminished share accrues to the owmers of property, the effect 
may appear, not in a slackened rate of saving, but merely in 
privileged standards of consumption, precluded from rapid 
advancement, remaining on a more modest scale. For instance, 
there is no w^UTant for assuming that, if wages had advanced 
more rapidly over tlu^ nineteenth century, our present accumula- 
tion of capital would be on a smaller scale. It is at least equally 
])robablo that privileged standards of life might have remained 
more modest and various expenditures, without wliich our 
propertied class w^ould to-day think itself miserable, might never 
have been invented or acquired. 

When w'c arc dealing w ith sectional wage-changes in a particu- 
lar industry, the conception of an independent demand-curve for 
labour will probably still hold good. Similarly, the conception 
of an independent supply -curve will be valid if, but only if, the 
perfect mobility of labour can be assumed. For a limited period 
of time the same eonccptioii of a demand-curve, elastic in character, 
may hold for the general wage-level. But it is precisely in the 
short period, probably extending over some years, that the w^ages 
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fund tends to be fairly inelastic, since it is only through the 
gradual effect on new savings and on the replacement of old 
capital that the total stock of capital is affected; and a period 
of time long enough for a change in labour-cost to react on the 
supply of capital may be too long for us to treat the conventional 
standards of the investing class as “ constants.” At any rate 
when wo are considering substantial changes in the wage-level 
from a long-period view, the conception of an independent demand- 
curve for labour, equally with that of an independent supply- 
curve, definitely seems to break down. Neither the “ will to 
work ” nor the “ will to save ” are independent of subjective 
valuations of income by the parties concerned and of conventional 
standards; and these in turn are not independent of the way 
in which income has been distributed by the wage-bargains of the 
immediate past. To postulate an equilibrium level of wages, 
relative to which any existing rates can be declared to bo “ too 
high ” or ‘‘ too low,” is to stride a system of assumptions which 
can be made consistent neither with one another nor with the 
facts. It is to fashion an image of a stalile equilibrium that is 
more remote from an original than the now unfashionable wages 
fund. As in the barter of apples against nuts, the indeterminate- 
ness of the w^age-bargain will, of course, be contained within 
certain limits. The bargain must lie somewhere between the 
zero indifference-curves of the two 2>arties — the curves reju’c- 
senting the various rates of exchange at which no net gain at all 
results from entering into the bargain. Wages, naturally, cannot 
fall for long below the level of starvation or exhaustion. Even in 
a classless society, lacking the adornment of a 2)ropertied class, 
wages could not rise beyond the point where they swallowed the 
national income minus necessary capital accumulation — however 
“ necessary ” in this case might be defined. Jiut in our present 
society, if an upper limit to wages exists below this point, it is 
due, not to some “ natural ” law of distribution, but to tlic 
existence of leisure-class standards of consumption which broolv 
no interference or revision, and to which society must do homa*'^' 
if the rate of capital accumulation from individualist sources 
is to be maintained. It is at least significant of the bias uf 
economists that when the wage-level is in question it is the 
customary standards of the propertied class which are treatcfl 
as the constant factor and working-class standards of life as 
adaptable at the behests of a purely text-book equilibrium.” 
Any payment can be made “ residual ” if only sufficient other 
things are treated as “ given ” ! Not the least important among 
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the inventions and improvements which affect the wage-level 
in the future may be a growth of collective saving which, in the 
character of a “ leisure-class-saving economy,*’ will tend to increase 
the share of the national income which the wage-earning class can 
receive. For the burden of supporting the consumption of a 
rentier class at home, from the standpoint of wage-earners, is 
in essentials no wit different from the burden of paying tribute 
to holders of an external debt abroad. 

This methodological question must be distinguished from an 
allied question with which it is often confused. The question 
whether the level of wages is “ natural ” or “ institutional ** is 
quite distinct from the question whether a normal ’* level, in 
the sense of a stable equilibrium, can be found. In a recent 
book on The Control of Wages, by Professors Hamilton and May, 
for instance, these two distinct issues seem at times to be con- 
fused. The former is a question of whether the ‘‘ constants ’* 
which provide a solution of the equations arc values which dei)cnd 
on nature or can be altered at will by the hand of man. The 
latter is the distinct question whether the equations can be 
solved at all. Whether the indeterminateness which has been 
argued is duo to an imperfection in our analytical apparatus, 
which inventiveness may repair, or to the character of the pheno- 
mena we seek to handle, I would prefer to leave to the judgment 
of the mathematician and the methodologist. Put it is at any 
rate possible that our failure to frame satisfactory equations 
indicates that the deductive method is not so appropriate, at 
least to the jwoblem of distribution, as we have habitually sup- 
posed. Are not the conditions to which ^Mill's qualifying principle 
of the composition of causes docs not apply lueciscly those which 
cannot be expressed in any system of solvable equations I 

A final consideration remains which leads us back from the 
theory of wages to the theory of value in general. If what has 
been said about the indeterminate character of distribution be 
true, this may have a not unimportant bearing on the problem 
of erecting general equations of prices for all commodities. It 
may well be that just as a determinate equilibrium for w'ages 
can only be postulated for particular sectional wage-rates, so 
a determinate equilibrium can only be postulated for particular 
commodities in isolation. In this latter case, as we have men- 
tioned above, the postulate of an equilibrium is rendered adequate 
on the assumption that any reaction of the price on the marginal 
utility of income to buyer and seller is so small as to be negligible. 
The price of one commodity is, therefore, determinate on the 
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assumption that the prices of all other commodities remain 
constant. As we pass to more important commodities, such as 
bread in the consumption of the poor, or to larger groujis of com- 
modities (for instance, the “two commodities, A and B,’* which 
figure in Professor Pigou’s Public Finance) ^ this assumi)tion pro- 
gressively breaks down. To surmount this difficulty, one has to 
introduce general equations of prices for all commodities, and for 
this purpose one has to fall back on the two quantities of utility 
and disutility. By the aid of these two independent quantities it 
is possible to conceive of a double set of equations for the aggregate 
of commodities, to which particular demand and supply curves 
for individual commodities can be related. Tliere will then be a 
general equilibrium of production where utility and disutility at 
the margin arc everywhere equal. 

But this retreat only serves us if we can assume these two 
quantities, utility and disutility, as indej^endent quantities. Can 
one in fact do this ? Let us imagine that wants generally increase, 
and with them the possible satisfaction to be obtained in the 
aggregate is increased. For instance, now tastes may develop 
for “ talkies ” and greyhound racing. If this is so, will not tlic 
“ sacrifice involved in w'orking two hours overtime also be 
increased in some degree — the loss of pleasurable leisure will now 
be more serious than the mere loss of two hours standing listlessly 
at the corner of the street ? In the “ saerilice involved in 
“ waiting ’’ the point seems even clearer : if the civilised taste 
for the llivicra had not been developed, the “ sacrifice ” involved 
in buying War Loan instead would not be so great as it is. Con 
verscly, will not every considerable cheapening of iiroduction 
in general encourage and develop new wants and so extend the 
whole utility-curve to a new' position ? And do we not even in 
certain quite important cases adjust our demand-curve for a 
commodity to the price which w'e already find on the mark(‘t 
and to which we have growm accustomed ? Indeed, so long ;»> 
we define “ disutility *’ as a psychic ‘‘ sacrifice,” disutility w'oulo 
seem to be inseparable from “loss of utility” and therefuii 
correlated with utility; and to treat it as an independent “ con- 
stant ” would apjjear to be logically inconsisUnt with its dehm 
tion. If this be the case, w'hat meaning can the statement have 
that equilibrium is reached where utility and disutility are eqU‘tl 
at the margin ? What meaning is there in spciaking of a deter- 
minate point of intersection of two curves when one curve cannot 
move without producing a related movement in the other ? The 
matter appears to be further complicated when we are regarding 
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an economic system in which persons who enjoy utilities in con- 
sumption partly constitute a distinct class from the persons who 
suffer the disutilities of production. Under one set of conditions 
the worker will equate a loaf of bread to a day’s labour, under 
altered circumstances to the labour of an hour. If one is to 
speak of a general equilibrium where utility and disutility equate 
at the margin, one must assume a certain relationship between 
the worker’s loaf and his labour, which is itself the result of an 
indeterminate bargain. Had a dilferent bargain, or a different 
scale of production, been arrived at previously, a different relation 
between utility and disutility and a different equilibrium might 
have been established. And it is in this sense that the solution 
of the problem of distribution is logically prior to the solution of 
the problem of value. 

It is this kind of criticism at which I believe many of the 
critics of the modern psycliological theory of value have been 
aiming, if a little darkly : for instance, the recently translated 
critique of Bohm-Hawerk by Bukharin, The Economic Theory of 
the Leisure Class, And it is precisely here. I believe, that modern 
economic theory, so far as it is a consistent system, proves after 
all to rest its apex upon a Hedonistic base. If it can borrow from 
a Hedonistic psychology the conception of two independent 
quantities of utility and disutility, pleasures and pains, then its 
system can retain logical consistency. But this implies that 
utility ” must mean something more fundamental than “ desire,” 
and that disutility ” must mean something more fundamental 
than “ sacrifice.” 

Actually the whole tendency of modern theory is to abandon 
such psychological conceptions : to make utility and disutility 
coincident with observed offers on the market; to abandon a 
“ theory of value ” in pursuit of a “ theory of price. ’ But this 
is to surrender, not to solve the problem. If he follows this road, 
the economist may have to abandon his claim to pronounce upon 
the macroscopic problems of society and to confine himself to 
the w^orkings of microscopic phenomena ; and this w'ould mean 
that the proud title of political economy would come to an end. 

Maukick Dobb 


Cambridge, 



CENTRAL BANKING IN SOUTH AFRICA i 

Though a country of no great financial development, South 
Africa is an interesting subject for study from the banking point 
of view. In some respects she is unique. What other country, 
for instance, holding less than two million white inhabitants has 
a Gold Refinery, a branch of the Royal Mint and a Central Bank, 
in addition to its ordinary apparatus of commercial banks ? But 
then South Africa is the largest gold producer in the world, and 
it is this fact which has made all the difference. 

Disregarding one or two smaller institutions, we may say 
that there are only three commercial banks in South Africa, all 
of them with their Head Offices in Europe : two in England, and 
one in Holland. Occasionally there is some murmuring against 
this fact. Why, it is asked, should not South Africa have her 
0 VV 71 banks directed entirely in South Africa ? Well, she has 
had them — the National Bank of the Transvaal Republic, the 
National Bank of the Orange Free State, the Natal Bank, the 
Cape of Good Hope Bank, and many others. Some of tlicse banks 
have been merged in the existing banks and some of them have 
failed. For some reason or other the purely South African 
commercial bank — except tJic two very small banks already 
referred to — have not survived. South Africa tluis contrasts 
with the other Dominions of the Empire, where locally directed 
banks flourish. 

But the smallness of this number is not due simply to the 
non-survival of the local banks. It is due also to the process of 
amalgamation, which has produced the same results in Soutii 
Africa as elsewhere ; something too much of concentration, and 
a “ plentiful lack ” of variety. But if the banks arc few tla 
branches are many. In fact the opening of branches in a period 
of boom and rather wild competition was much overdone, and a 
few years ago the Standard Bank and Barclays Bank by agree- 
ment closed their branches in many of the smaller dorps. The 
present tendency is again towards extension, and one may say 
that the needs of the public in the matter of branches are very 

1 Head before Section F of the British Association, Johannesburg, August, 
1920. The author is Governor of the South African Reserve Bank. 



DBO. 1929] 


CENTRAL BANKING IN SOUTH AFRICA 


521 


fully met. In 1928 there was one branch or agency for every 
2,657 of the white population. 

To give some idea of how South African banking operations 
compare in size with those of Canada, Australasia and Great 
Britain, the following are the latest figures for deposits for banks 
in those countries : — 

£ 

For Canada 450,000,000 

„ Australasia .... 374,000,000 

„ Great Britain .... 2,225,000,000 

„ South Africa .... 98,000,000 

Besides the ordinary Ijanks, there are other banks of a kind : 
first of all the Post Ofiicc Savings Banks with deposits of about 
£6,500,000. ihere are also some nine private Savings Banks 
with deposits of about £1,500,000. Then there is the Land Bank, 
which is really not a bank at all but a well-managed Government 
institution, established for the purpose of arranging and managing 
th(? loans made out of the public purse to the agricultural com- 
munity. Its capital, i,e. the amount of its loans plus the amount 
of its reserve of £063,000, amounted at 31st December, 1928, to 
over £11,000,000. 

In addition to the banks proper and to so-called banks, there 
are many institutions whicli j)erform quasi-banking functions, 
such as Building Socic^ties, Boards of E.xecutors, Trust Companies, 
Municipalities : all of which com])ete w ith the banks for deposits, 
and do a large loan business. Though the.y are not l)anks they 
affect the banking jiosition very con.siderably, inasmuch as they 
have what are practically very large banking liabilities. I cannot 
give exact figures because they appear in no published statistics 
that I know of, but if I say that these liabilities amount to at 
least £15,000,000, I think I am under rather than over the mark. 
Yet these Associations or Companies arc not subject to the legisla- 
tion which affects banks, and so long as they can escape the defini- 
tion of banks, as given in the Currency and Banking Act, they 
need noi keep the reserves wiiieh that Act imposes on banks. 
In times of difficulty those institutions would have to draw largely 
on the banks, who at such times ought not to have this extra 
drain upon them. If a percentage of reserves is statutorily 
required for one set of cash liabilities, it does not seem wise to 
leave untouched another set of cash liabilities of an exactly 
similar kind. Moreover, legislation of this kind is all the more 
urgently needed when banking functions are being exercised by 
persons who are not bankers. 
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There are three People s Banks ” in the Union : (1) Ons 
Eerste Volksbank in Pretoria, (2) the African Saving and Loan 
Association, Ltd., in Bloemfontein, and (3) the Orange Free 
State Teachers’ Association Savings and Credit Bank, also in 
Bloemfontein. The object of these banks is to make small loans 
on equitable terms to persons who otherwise would be obliged to 
resort to the professional moneylenders. It is a great pity that 
tliere are not more of these genuine “ People’s Banks ” in South 
Africa. We have had recent legislation dealing with usury, and 
probably it has borne good fruit. But there is no doubt at all in 
my mind that the only effective remedy against usury is the 
positive remedy of “ People’s Banks.” 

I have now indicated very briefly something of the banking 
and quasi-banking institutions of the country as they existed 
prior to the War and immediately afterwards. But in the year 
1920 a great change in the banking s\'stem of the country was 
introduced. A C^urrency and Banking xVet was passed, the most 
inijortant permanent provision of which was the establishment 
of a Central Bank, bearing the name of the South Afriean Reserve 
Bank, of which I have the honour of being the first Covernor. 

The main provisions of this Act, in non-techi\ical language, 
were as follows : — 

(i) The other banks in the course of a year or two were to cease 
issuing notes and the Re.«ervo Bank was to be the solo bank-note 
issuer for the Union for a period of twenty-live years. 

(ii) The other banks were to keep 10 per cent, of their demand 
liabilities and 3 per cent, of their time Habiliti(\s on balance witii 
the Reserve Bank. (In the original Act tin’s 10 per cent, was 
in two years’ time to be increased to 13 per cent., but this 
arrangement was nullified by the Amendment Act of 1923.) 

(iii) The other banks had to subscribe up to 50 j)er cent, of 
the Reserve Bank’s capital of £1,000,000 in proportion to tlu'ir 
size as measured by the amount of their paid-up capital atid 
reserve fuftds. 

(iv) The Board of the Bank was to consist of eleven memlxu s, 
viz. the Governor and Deputy Governor, both to be appointed by 
the Governor-General of the Union, three other members to 
be apppinted by the Governor-General, three members to be 
appointed by the commercial banks, and three by the stockholders. 

(v) The conditions under which notes may be issued conform 
to the American rather than the English model. Notes have to 
be covered by not less than 40 per cent, •gold, and the remainder 
by trade bills. In England, of course, the system is that a certain 
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amount called the fiduciary issue — may be covered by securities, 
and everything above that has to be covered by gold. The 
English system has been criticised as not allowing room for 
sufficient expansion. Whereas in South Africa or the United 
States the Central Hank can issue £100 in notes for every £40 of 
gold in its possession, in England the Central Bank can issue only 
£100 in notes for every £100 of gold. As against this it has to 
be remembered that in the reverse process of contraction the 
English system has the advantage in that for every £100 of gold 
withdrawn it has only to withdraw £100 of notes, whereas in 
South Africa, or the United States, the Central Banks have to 
withdraw £250 of notes for every £100 of gold w'ithdra wn. The 
fact of the matter appears to be that for countries which produce 
large amounts of raw material, such as South Africa and America, 
and which consequttitly are liable to require a large increase of 
currency in the harvesting season, a quickly expanding system is 
the better, whilst for a country like England, which lays itself 
open to large and sudden demands for gold, a less elastic system 
is the better. 

(vi) Under the Act the ])owers of the Bank are very carefully 
defined, both as to what it may do and as to what it may not do. 

Besides issuing notes and discounting three-months trade 
bills, tlie Bank is allowed to do none of the main ordinary business 
of an ordinary banker. It may not make advances upon mortgage 
of fixed property, it may not allow' interest on deposits, it may not 
grant unsecured V)verdrafts. It may not make advances on 
ordinary Stock Exchange securities, nor even on Union Govern- 
ment stock, unless the stock is due to be repaid in a few* months’ 
. time. 

It might be tlujught that the idea of the framers of the Act was 
to make the Bank a Central Bank according to the purest Central 
Bank theory. Such a Bank, regulating the currency and credit 
of the country through the re discounting of three-months trade 
bills for the commercial banks and for tlie outside market, and 
not ill any way competing with the commercial banks, would be 
the beau -ideal of the enthusiast for the Central Bank theory. 

I do not think, however, that this was the motive of those who 
framed the Currency and Banking Act. If you examine the 
charters of the various new' Central Banks which have come into 
existence since the War, you will find a great likeness between 
them. And the reason for tying them down to very restricted 
powers is fairly obvious. A Central Bank, if properly directed, 
should be a pow'erful instrument for good ; but if it was in the 
No. 166.— VOL. xxxix. N N 
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hands of people who were unaccustomed to Central Bank ideals, 
and who wanted to run the Bank for profit rather than for service, 
or if it came too much under the influence of a Government who 
were imbued with the popular idea that prosperity and pur- 
chasing power must necessarily go hand in hand, it might do a 
great deal more harm than good. It was necessary, therefore, 
to bo careful. 

The transplanting of the Central Bank system from countries 
where it has evolved in the natural course of events to countries 
where it is to be superimposed upon a local banking system is an 
operation which must be done with care, for the reason that 
Parliamentary regulations are a poor substitute for tradition. In 
Europe Central Banking has “ slowly broadened down from pre- 
cedent to precedent,” but even in the oldest banking countries 
it is of comparatively recent origin. That is to say, that it was 
not till recently, I think I may say almost within my own banking 
lifetime, that Central Banks have fully recognised themselves as 
such. In the middle of last century there were Bank of England 
directors publicly stating that the Bank of England’s chief duties 
W'cro to its own stockholders, and that its public responsibilities 
differed from those of other banks in degree only, if at all, and 
certainly not in kind. On the other hand, at the same time there 
was in existence a certain person, Walter Bagehot by name, who 
was perhaps the first to see something of what central banking 
really meant. His book, Lombard Street, after having been read 
for a generation, cither created, or accompanied the formation 
of, modern Central Bank ideas. Towards the eiul of the century 
the Bank of England, keeping the noiseless tenor of her way, had 
advanced a long way towards being the complete Central Bank. 
Elsewhere in Europe central banking did not develop quite so 
far during those years as it did in England. London, being the 
money market of the world, had more need than any other 
country for a highly developed banking system. 

There was, however, in the early years of the now century 
great development in another continent. The United States 
had one of their frequent jieriodical crises in the year 1907, which 
was only one of a long series of illustrations of the inlierent defect 
in their l)anking system, viz. the lack of centrality ; and having 
studied the subject by means of a Commission which examined 
all the chief European systems, they set up the Federal Reserve 
system. 

The Central Banks on the Continent were not in the way of 
becoming such purely Central Banks as the Bank of England, for 



1929] 


CENTRAL BANKING IN SOUTH AFRICA 


625 


the simple reason that the ordinary commercial banking systems 
themselves were not so highly developed as in the British Isles. 
In Franco, for instance, the note of the Bank of France is the 
great instrument of payment, and not the cheque, as in England 
and Scotland. Banking, therefore, is far less centralised, for the 
reason that advances by the Bank of France to private customers 
are taken out largely in notes, and therefore do not at once swell 
the balances of the other bankers w ith the Central Bank as they do 
in countries where the cheque system is highly developed. The 
same thing applies to most of the other Central Banks of the 
Continent. The choice before South Africa, whose banking 
system, being founded by Englishmen and Scotchmen (mostly 
Scotchmen), has followed the British system of highly developed 
cheque banking, therefore lay in the models supplied by the 
English and American Central Bank system, and she adopted what 
suited her best from both systems, together with certain points 
derived from the Bank of Java. I may, perhaps, parenthetically 
remark that it is for this reason that in this paper I refer to the 
Bank of England and the Federal Reserve Banks for purposes of 
comparison with the South African Reserve Bank rather than the 
continental banks. " 

After the War, Central Banking received a great impulse. 
Uie International Finance Conference which met in Ikussels in 
1920 passed a Resolution that ‘Mn countries wliere there is no 
Central Bank of issue, one should be estal)lished ” ; and the 
subject was very generally studied throughout the world, especially 
by those countries which were the most anxious to recover 
financial stability. I do not think that South Africa received the 
impulse to start her own Central Bank entirely from the Brussels 
Conference, because years before that there had been some talk 
on the subject. Moreover, some of South Africa’s own immediate 
X)ost-war exx)eriences turned the thoughts of a good many peoxdc 
in the direction of central banking as to a means of preventing a 
congestion in banking facilities, which under the then existing 
system had actually prevailed in vSouth Africa for a short period. 
It was true that the circumstances were very exceptional, but it 
was felt that they might occur again. 

The j)ost-war boom had produced inflation in South Africa 
as everywhere else, and the Government of the day, very anxious 
to get the currency position in order, had ai^pointed a Gold 
Conference, a Currency Committee and a Select Committee in 
quick succession in 1919 and 1920. An embargo had been jdaced 

on the export of gold at the beginning of the War, but was not. 

nn2 
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made effective till 1917, and though up to this time, and even 
afterwards, gold continued to bo in internal circulation, the 
note issues of the banks had been increased from £2,300,000 in 
1914 to £9,200,000 in 1920. The liabilities of the banks had 
likewise risen enormously, from £68,000,000 in 1913 to £138,000,000 
in 1920. With the great rise in prices which these figures imply, 
and with the leakage of gold from the country, which could not 
fail in such circumstances to occur, the banks had a hard task in 
financing the country’s exports. I read in the records of those 
days that for a certain time the banks actually ceased buying 
export bills, and though this period of inability was only a short 
one, the need for a Central Bank by which such a stoppage would 
in future be avoided was doubtless imjHcsscd on many minds. 

It has been said that the Union Government jumped at the 
idea of a Central Bank and swallowed it whole witlioiit chewing 
it, and it has also been acridly remarked that, whereas the United 
States sent a Commission to gather information from all parts of 
Europe before founding their system of Reserve Banks, the 
Union Government held no proper expert inquiry, but were 
persuaded by the extreme plausibility of one talented adviser, 
Mr. (now Sir Henry) Strakosch. 

This criticism I think goes far astray. It was obvious from 
what I have already said that South Africa, must model her 
system cither on the British or the American. Moreover, at the 
time of which we speak central banking was far better understood 
than at the time when the United States first began to make theii* 
inquiries, and its general principles were much more fully grasped. 
Those principles in the first instance required study because 
Central Banks in the older countries had invented themselves in 
a fit of absent-mindedness. There was no conscious ellort, no 
bracing of themselves up and saying, “ Go to, let us cnaite d 
Central Bank.” (.^ompared with the difficult task of establishifu-; 
a new Central Jhink on the correct ])rinci])les, it was a cf)inf)i?K» 
tively simple thing for a bank like the Bank of England graduaii'- 
to slide into being a Central Bank : to awake one morning, as ii 
were, and find that it had developed into a new kind of institution 
with new duties and new ludviloges, such as had never before 
been contemplated in the banking world. A few }’’ears after 
the Old Lady of Threadnecdle Street had been awakened by the 
Fairy Prince in the shape of Mr. Bagehot, it began to dawn on 
the other banks that they were commercial banks as apart from 
Central Banks, and that their own particular Central Bank had 
duties to them, and perhaps that they had duties to it. 
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That, as I have meant to indicate, was a process of evolution, 
an organic growth of gradual adaptation to environment. In 
South Africa it was quite another thing. A Central J3ank sprang 
fully armed from the head of the Legislature — perhaps not so 
fully armed as it ought to have been, })ut suflicient armour was 
doubtless intended. AVhat the framers of the Act had in mind 
may not be entirely clear to those who have only the Act they 
drafted to guide them, but one thing is certain. They were not 
going to take the chance of the new Bank running away with the 
bit between its teeth. There was no sparing of the curb. What 
the Bank might do, and what it might not do, was very particularly 
laid down. 

In England the difficulty of defining a Central Bank's duties 
never had to be faced. The Bank of England was already a bank 
of long tradition, prestige and power, at the time, now nearly 100 
years ago, when most of the present banks, or their ])rogenitors, 
came into being. It Avas thcTefore natural for these banks to 
regard the Bank of England as a bank of a special kind, to invest 
it Avith a kind of halo, and to be Avilling to deposit funds with it for 
the purpose of settling clearing diffiuvncrs. This was the way in 
whicli the Bank of England began to be a Central Bank. It 
Avas the custody of the other bankers’ balances, and the fact that 
the other bankers could draAv out those balances in gold at any 
time, that gradually made the Bank of England responsible for 
maintaining the gold reserve of the country, and the responsibility 
for maintaining the gold reserve of the country Avas the guiding — 
or shall I say goading { — principle which inspired or forced it 
toAvards that ideal of central banking, viz. service first, second and 
all the time, Avhich it has since progressively pursued. 

I have already pointed out that the South African Beserve 
Bank was not alloAved to do any of the ordinary business of a 
bank except to discount short trade bills. Doubtless it Avas a 
wise precaution to restrict the poAvens of the Bank at the beginning 
until it ci)uld learn its Avay in novel surroundings. But, as in 
South African commerce trade bills play a minor i)art, the 
restrictions Averc rather severe. The internal trade of South 
Africa is carried on for the most part by a system of open accounts 
as between wholesalers and retailers, and of overdrafts as between 
banks and their clients. There are a good many promissory 
notes floating about, many of them, of course, representing 
debts incurred for the carrying out of trade transactions, but many 
of them, on the other hand, being accommodation paper of some 
sort; but regular genuine trade bills are not ATiy numerous. 
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Some of the big wholesale houses have them, but they do not 
largely discount them. It follows that as trade Bills are not in 
common use in South Africa, there is no bill market. It is 
perhaps not quite sufficiently appreciated in the big financial 
centres that South Africa has no money market and no bill 
market. Discount brokers, bill brokers, underwriters, et id genus 
omne, are not among the fauna of this country. 

I do not know enough of conditions in other countries where 
new Central Banks have been started to be able to say whether 
their problems have been the same as ours in South Africa. But 
in every country where there is no money market, and where 
either the Government or the other banks arc not more or less 
continually in debt to it, the same problem must present itself, 
viz. how without direct competition with the other banks a 
Central Bank can exercise a proper control over credit conditions. 
Later, I shall revert to this subject, l)ut for the present I wish to 
speak about the amciidmonts which were very shortly found 
necessary to be made to the original Currency and Banking Act. 

The Bank started business in June 1921. By the beginning 
of the year 1923 an Amending Act was on the stocks and ^vas 
passed into law the same year. The two chief alterations made 
by this Act were : (1) the rearrangement of the Board of Directors 
and (2) the making of tlie llcserve Bank note legal tender by 
everyone but the Reserve Bank. As to (1), after about eighteen 
months’ experience the Board with one dissentient had agreed 
that the Government should be requested to amend the Act in 
such a way that the commercial banks should no longer be 
represented on the Board, nor, on the other hand, be required to 
hold the stock of the Bank, and effect was given to this Resolution 
in the Amending Act of 1923. 

By this Amendment the South African Reserve Bank made a 
definite move away from the American to the Englisli model 
The reason w'hy this step was taken can be explained by a quote 
tion from the recent work on Ventral Banks by Messrs. Kisch and 
Elkin, written, of course, some years after our action in this 
matter : — “ As the dealings of the Central Bank will be largel,v 
with the commercial banks, it is desirable to provide that the 
latter should not obtain control of central banking policy. The 
relations of the commercial banks with trade and industry may 
on occasion colour their view as to what the policy of the Central 
Bank should be. Clearly a policy that should be directed by 
national consideration ought not to be subordinated to the 
interests of the principal customers of the Central Bank.’* 
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The other main amendment of the Act, by which the notes of 
the Bank were made legal tender, was dictated by a reason of 
banking convenience. As the law stood it was open to any 
person at any time to refuse to accept Reserve Bank notes and 
to demand gold. Obviously it would have been a great incon- 
venience to the other banks to have to keep a stock of gold as 
well as of notes wherewith to cash chcfpics drawn on them. 

One of the difficulties from which the Reserve Bank suffered 
in its early days was the lack of good trade bills on which to 
carry that part of its note issue not based on gold. It held 
from time to time a certain amount of bills rediscounted for the 
banks, but these were not enougli to give it a living, and Central 
Banks, though not greedy for profits, must make enough to live 
on and pay their way. To assist it in this and also to make avail- 
able for use in this country the large Tjondoii balances of the 
commercial banks, the Amendment Act of 1023 allowed the 
Banli for the following five years to hold a certain i)roportion of 
Union and British Treasury bills as cover along with trade bills 
for its note issue. This measure was very useful for a time, but 
lapsed in 1928, when as things had developed it was no longer 
necessary. 

Most Central Banks are obliged by law to buy any gold offered 
to them at a certain price. The Soutli African Reserve Bank is an 
exception. Nevertheless, its policy has always been to buy any 
gold offered to it. Since 1920 it has been under an agreement 
with the gold producers under which it undertakes to buy all the 
gold bullion offered to it by the ])r()due(»rs at the rate of £3 175. Ojd. 
per standard ounce. On the other hand, the gold producers 
undertake to sell to the Bank all the gold bullion produced by 
them which they do not sell direct to Gn'at Britain or India. 
Under this arrangement the Bank during the })ast throe years 
has bought £123,000,000 worth of gold. Of this, £72,000,000 
Avorth was sold in the London market, £10,000,000 Avorth was 
coined into soveredgns and mostly exported in that form, and 
£5,000,000 Avortli Avas sold to India in the form of bullion. 

India, regularly, and South America, spasmodically, have 
taken very large amounts of sovereigns during the last fcAV years, 
and the larger portion of the sovereigns coined Avere sent to these 
destinations, though a good number also were sent to London. 
These exports are of the nature of sales of gold, not by Avay of 
settling trade indebtedness Avith the countries mentioned. South 
Africa’s gold export is in this AA^ay entirely different from the gold 
exports of other countries. Whether South Africa is exporting 



530 THE ECONOMIC JOURNAL [DEC. 

bullion or sovereigns, she is exporting for sale a commodity she 
produces — she is not parting with her banking reserves in order 
to pay for excess of imports. Of course her export of sovereigns 
does occasionally make a drain upon her stock, which requires 
some regulation by the Reserve Bank in concert with the other 
banks. The point is, however, that in South Africa the banking 
system is not dependent on a reservoir of gold which, when 
depleted, has to be refilled from sources outside herself — she has a 
perennial stream of gold flowing within her own borders. 

Owing to its largo purchases of gold the Reserve Bank holds a 
dominant position in the Exchange. This will be realised when 
it is considered that in 1028 the whole of the Union’s exports, 
including gold, amounted to about £95,000,000, and that the 
Reserve Bank had the financing of nearly £43,000,000 of the gold. 
Its rate for selling sterling is fixed by the cost of shipping the 
gold to London. 

Owing to its enormous transactions in gold the Bank has very 
large balances in London, which it sells to the other banks or to 
the Government or mining houses. It generally, however, has a 
floating balance in London of from £6 to £8 millions which it 
invests in London pritne bank acceptances. It has been objected 
that the Reserv’-e Bank should not use this money in London, but 
should employ it in South Africa. This is an entire misconception. 
The money is, of course, being used in South Africa, because the 
balance in London merely reflects the balance of the credit which 
has been created in South Africa by the purchase of the bullion. 
If the Reserve Bank balances in London entirely ran off, it would 
mean that the Commercial Banks in South Africa had used up all 
the credit which the Reserve Bank had created in South Africa 
by the purchase of the bullion, for the j)urpose of buying the 
sterling balances whicli had arisen from the sale of the gold in 
London. 

The production of gold in large quantities in a country makes 
the position of a Central Bank easier from one point of view and 
more difficult from another. The export of gold is, as a rule, 
a purely commercial process in South Africa. Gold goes away 
every week as a matter of course in the form of bullion. On the 
other hand, there is, as has already been explained, always a 
steady, and sometimes a very large demand for sovereigns. The 
Mint has to be kept in being, and the Reserve Bank decides the 
amount which ought to be sent abroad to be sold as bullion, and 
the amount to be retained in Pretoria and coined into sovereigns. 
If there is not sufficient demand for sovereigns in South Africa 
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or abroad, they accumulate in Pretoria. Then, in order to provide 
balances in London with which to pay for imports, the sovereigns, 
if there is no demand for them elsewhere, must be sent to London 
for the Reserve Bank’s credit with the Bank of England. In this 
way the Reserve Bank easily and almost automatically distributes 
the gold either for sale or to be kept for banking purposes in 
South Africa. 

Since the Reserve Bank has been in existence there has been 
no boom in South Africa. The first few years were years of 
deadly stagnation after the post-war boom. Doubtless booms 
will occur again. The significant thing to an ordinary Central 
Bank in a boom is that it begins to lose its gold reserves. This 
significance w^ould be less noticeable to the South African Pvoserve 
Bank, as it continually loses gold in a natural wav, and always 
has more gold coining along to fill up the gap. What would be 
significant to the Reserve Bank would be that, if the boom was 
getting out of its depth, the demand for exchange would be 
greater than the supply, and the Bank would have to alter its 
exchange rate. For this reason it seems likely that the exchange 
rate may become an important factor in tlu^ regulation of credit 
conditions in South Africa ; and for this reason also it is important 
that the Reserve Bank has a close control of the exchange. 

The Reserve Bank has done very little private business, and 
has no banking accounts except those of the other banks and the 
Government, including the railways. It has done some dis- 
counting business for private firms both in inland l^ills and in 
foreign documentary bills, and this business it holds itself out 
as ready to do at any time at its ])ublishcd bank rate. It has five 
branches in addition to its Pretoria office, viz. Johannesburg, 
Cajxi Town, Durban, Port Elizabeth and East liOndon, and though 
it docs very little business there beyond supplying the banks with 
notes and specie, and taking out of circulation all worn coins and 
soiled notes that come into its hands, its bank rate forms a standard 
discount rate for the country for first class trade bills. 

The Bank, of course, takes charge of the various Clearing 
Houses, and whereas differences between the banks in each town 
or dorp WTre formerly very often settled in cash, they are all 
settled now by drafts on Pretoria. By this means a great saving 
in specie holding and transfer is gained. 

As the bankers' bank the Reserve Bank has a regular business 
in rediscounting bills for other banks, though it must bo con- 
fessed that only «a small part of its energies and resources arc thus 
engaged. It stands to reason, however, and it would hardly 
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need to be said, if some die-hards did not every now and then 
resurge from their last ditches to assert the contrary, that the 
presence of the Reserve Bank in South Africa has greatly in- 
creased the elasticity of credit in the country. Even if the 
Reserve Bank never had more power than it has at present, it 
would stand as a great source of strength in time of need, whether 
such need were caused by prosperity or adversity. The com- 
mercial banks of South iVfrica are as sound and solid institutions 
as any in the world, and from the point of view of their soundness 
and solidity it might be argued that there is no need for the 
South African Reserve Bank. Just in the same way, and with 
an equal portion of truth, it might be argued that the London 
banks are so strong that there is no need for the Bank of England. 
But I am sure the London bankers would not argue in this way, 
and I do not think that South African banks would do so either. 
Even in ordinary times, and disregarding for a moment the 
exceptional days of crisis, a Central Bank performs the same 
benefit for the daily traffic in the banking world that the pneumatic 
tjTe does for the motor-car. It cushions the bumps, and makes 
the whole service easier, smoother, speedier and more efficient. 

Probably the Bank has not fulfilled the expectations of those 
who thought that by its advent rates for advances were to be 
heavily reduced, and thatthe charges for haiikingfacilities generally 
were going to be made much cheaper. As a matter of fact, 
rates must be proportioned to security. This is a comparatively 
new country, and security is often not of the very best kind. In 
other words, banks in South Mrica have to take more risk than 
in many older countries, and rates must therefore necessarily be 
somewhat higher. Considering this and considering tlic limited 
markets for the realisation of assets in case of need, and consider- 
ing once more the high cost of living, rates are not on the whole 
high in South Africa. In fact, they compare favourably with any 
but those of the first-class financial centres. 

There seems to be a good body of o]>inion that the powers of 
the Central Bank should be enlarged, and yet I iliink that that 
opinion is based on the expectation of cheaper money owing to 
the Reserve Bank’s competition with the other banks, ratlicr than 
on a desire for the more efficient carrying out of the Reserves 
Bank’s functions. As a Central Banker, however, the only 
justification for increased powers which I could admit would 1)e 
that they would enable the Bank to maintain a closer touch than 
at present with the country’s credit conditions. Merely to 
compete with the other banks would not assist us to this end. 
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Although it is desirable that in highly developed banking 
countries there should bo such co-opcration between the Central 
Bank and the commercial banks as would be impossible if there 
were active competition, it is not only or even mainly on thtat 
ground that I deprecate such competition. The chief reason is 
that it is impossible for a Central Bank to compete effectively 
with the commercial banks and still remain an effective Central 
Bank. I have seen it argued that the English commercial banks 
accept the competition of the Bank of England without grumbling 
because they know that the Bank of England is inspired by 
altruistic motives. But as a matter of fact the Bank of England 
controls credit, not by competing with the other banks in the 
field of their ordinary business, but by doing business at times 
when the other banks are deliberately restraining their activities. 
For instance, at the end of each month and half-year the com- 
mercial banks, desiring to make their position more liquid, call 
in some of their loans to the moiu'y market, which then has to 
borrow from the Bank of England. It is the anticipation of the 
rate which may be charged by the Bank of England, when the 
market has to depend on it for a fresh supply of credit, whi(;h keeps 
outside rates in some relation to the bank rate. On the other 
hand, if the Bank thinks it necessary to curtail the amount of 
credit, it sells stock or Treasury bills or borrows on them in the 
open market. In this step also there is no competition with the 
other banks. In the United States, again, the Reserve Banks 
do no business at all except with the member banks or the open 
market, and thus do not compete at all with the commercial 
banks for ordinary business. 

It does not seem to be generally understood how almost 
impossible it is for (Vntral Banks to compete effectively with 
commercial banks, 'fo keep its connection together is the vital 
need of an ordinary bank, and to do this it must meet all the 
reasonable, and sometimes the uim'asonablc, requironumts of 
its customers through financial weather fair and foul. But when 
a Central Bank has on its mind the anxious duties of regulating 
credit and maintaining its metallic reserves, it can have no thought 
for its ordinary customers, and therefore it cannot expect to retain 
their custom. The constant tendency for the old true Central 
Banks who have customers is gradually to lose them, and there is, 
therefore, not much temptation for a new Central Bank to go out 
of its way to cultivate a connection of ordinary banking customers. 

There is another reason Avhy active competition with the com- 
mercial banks is almost impossible for a true Central Bank. Any 
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advance or discount made by a Central Bank nearly always 
increases the other banks’ balances with itself and provides them 
with an enlarged capacity for making advances. Let us suppose, 
for instance, that the Central Bank makes an advance of 
£1,000,000, and that of this million £900,000 is paid to the credit 
of the accounts of customers of the commercial banks ; a small 
amount might be withdrawn in cash, but in a general way the 
commercial banks’ balances with the Central Bank would be 
increased by £900,000, and with this basis these banks could make 
new advances up to £7,000,000 or £8,000,000, and still retain 
their usual reserve against their liabilities, which would, of 
course, be increased in the same measure. 

Such considerations make a Central Bank very careful how it 
uses its strength. To rush into competition with the other 
banks with the idea of thereby gaining control of the situation 
would be very unwise. Whatever control might be gained in 
this way during a season of prosperity would assuredly be lost 
during a season of adversity, and that is just the time when control 
is most wanted. When the other banks have got to the point 
when they can huid no more is the time when the Central Bank 
should appear on the scene as the saviour of the situation, but it 
could never do this if it had itself been jostling shoulder to shoulder 
with the other banks in an eager competition for business. 

It my arguments are valid it follows that the correct line of 
action to he followed by Central Banks in countries like South 
Africa, possessing neither organised bill markets nor money 
markets, is to do all they can to cidtivatc the growth of such 
institutions, and meanwhile to find some working substitute for 
them. If the powers of the Reserve Bank were somewhat en- 
larged, without overstepping the limits of a Central Bank's proper 
sphere, it should be quite possible for the Bank itself to form an 
outside market for certain lines of business without invcAving th(- 
creation of the relations of banker and customer, so that it could 
still have freedom to a])stain from business, or do business, 
without offence either to its temporary client or to the commercial 
banks. 

Whatever amendments arc made to the Currency and Ranking 
Act in the future, there arc three fundamental restrictions to 
Central Bank activities which I hope will never be abolished, \i/- 
the Central Bank should not be allowed — 

(1) to give interest on deposits; 

(2) to make loans on fixed property ; 

(3) to make unsecured loans in any form. 
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On the other hand, apart from these restrictions, which are so 
severe that real competition with commercial banks is entirely 
precluded, I think that most Central Banks could carry out their 
duties more efficiently if they were not prohibited from carrying 
out any other ordinary well-secured banking transaction of short 
currency. 

That Central Banks arc a blessing to the communities which 
are fortunate enough to possess them is, of course, one of the 
first articles of my creed. That in a new country they can imme- 
diately grow to their full stature, and be all that they ought to 
be, is one of the last things 1 can believe. The few years in 
which the new Central Banks have existed have not been years 
in which there has been a great opportunity for demonstrating 
their usefulness. In South Africa, it is true, very early in its 
career the Beserve Bank had an exceptional opportunity of doing 
so. It is, I think, unquestionable that in the year 1923 it gave a 
convincing proof of its great value by steering the country through 
what w'ould most probably have been a very bad financial crisis 
if there had been no (Central Bank to guide, advise and help. 
But a})art from this very illuminating incident it must be granted 
that a Central Bank, which starts its career in the middle of the 
])rofoundest trade depression which the world has ever seen, has 
not much chance of ))eing aide to demonstrate in actual working 
the merits of a central banking system. For a real under- 
standing and appreciation of the true stabilising functions of a 
Central Bank its workings must be examined over a period which 
embraces seasons of great commercial activity, as well as those of 
inactivity and those of moderate activity. 

With or without the enlarged powers to which I have referred, 
tlie Reserve Bank, with its high percentage of 40 j)er cent, of gold 
to liabilities both for deposits and notes issued, must in the future 
development of the country be of very great strength to her. 
Indeed I think South Africa has every reason to congratulate 
herself on the strength and solidity of the whole of her banking 
arrangements. If you add to her solid commercial banks a 
solid Reserve Bank, and then add to that her gold mines, her 
Refinery and her Royal Mint, you have a combination unsur- 
passed, if not unequalled, in the world for maintaining her currency 
and finance in a state of stability. 

AV. II. Clegg 

South African Reserve Bank, 

Pretoria, 



GROUP ADMINISTRATION IN THE GOLD MINING 
INDUSTRY OF THE WITWATERSRAND i 


1 

The Gold Mining Industry of the Witwatersrand has, in the 
forty-odd years of its existence, produced gold of a total value 
of nearly £1,000,000,000 derived from the treatment of over 
700,000,000 tons of rock. The present output,® of a value of 
£42,000,000 per annum, represents more than one-half of the 
yearly gold production of the world, and, according to an official 
Government estimate made some years ago, there are in South 
Africa a quarter of a million white people and a million natives 
directly and indirectly dependent for their livelihood on the 
activities of the Gold Mining Industry on something like the 
current scale. It will, therefore, be readily appreciated that the 
industry occujnes a vastly important 2 )osition in the economic 
structure of South Africa, and it seems safe to assume that, 
although the facts are well enough known to the 2 )cople who 
are associated with, or have studied, the organisation and develop- 
ment of the mines, some general description of the administration 
and management of the great undertakings that comprise the 
industry will be likely to prove of interest, and perha 2 )s of value, to 
economists and industrialists and to others, who arc concerned with 
the i)ractical application to everyday business practice of those 
sound economic principles which so often it is found more easy 
to endorse than to apj)Iy. 

The i)ioneers of the Gold Mining Industry — the prosi^ectors, 
the diggers, the officials and the financiers — displayed great 
courage, enterprise and energy in exploiting the Wilw^atersfano 
reef formation, the enormous potentialities of which were, how- 

* Head before Section E of the Jiritisli Association, Johannosburu, 
August, 1929. The author is President of the Transvaal Chamber of Minos and 
a director of the Central Mining and Investment Corporation. 

* During the year 1928 the Companies producing gold on the Witwatersrand 
treated 30,045,100 tons of ore, and extracted therefrom 9,840,698 ounces of gold. 
The working revenue of the Companies was £42,039,869, and the working costs 
£20,598,151; working profit amounted to £12,441,718, from which, after pay- 
ment of taxation and the Government share of profits, dividends amounting to 
£7,980,095 were paid. The sum paid in wages amounted to about £14,600,000, 
of which an amount of mure than £8,000,000 was paid to Europeans. 
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ever, undreamt of in the early days. In the year when the first 
crushing of ore took place there was a yield of gold of 23,000 
ounces, but within ten years the production had grown to almost 
2,500,000 ounces. It was during the intervening period that the 
problems of organisation and management had become serious 
and, indeed, acute. As early as 1889 the yield of gold, which 
had then risen to 370,000 ounces, was the product of sixty-five 
Companies and Syndicates, while in 1893 there were actually one 
hundred and eighty-three Gold Mining Companies in the Trans- 
vaal, of which one hundred and four had yielded no gold, most of 
the latter being described at the time as “ in a state of develop- 
ment and equipment ” — a stage from which the majority of 
them never emerged. 

The industry in its youth, as is scarcely surprising, experi- 
enced many vicissitudes. The eager speculative public succumbed 
to the guile of the exaggerated and unreliable prospectuses that 
were often issued. Over-promotion, over-capitalisation and 
over-speculation caused a loss of confidence and resulted in 
periods of deep discouragement and depression. Accurate 
information of results was scanty ; administration was haphazard 
and costly, and, according to contemporary reports, the mines, 
generally speaking, were badly and extravagantly managed. 
At the end of 1889 the representative of the British Government 
at Pretoria entertained grave apprehension as to the then existing 
position, and he formally expressed to the newly-established 
Witwatersrand Chamber of Mines the view that : 

“ a legitimate statement of the actual resources of the 
great Companies and a wholesome exposure of the gross frauds 
so plausibly imposed on the public ... a lesser promotion 
and a greater production can alone establish the Transvaal 
mines in the minds of the investing public of Europe.” 

There is no need, for our present purpose, to describe in detail 
the means or the stages by which revolutionary changes in 
management and administration were brought about. The main 
reason for the changes was the sheer necessity for them; the 
young industry of that time could never have acquired real 
stability and could never have had any prospect of healthy 
growth and efficient development in the absence of effective 
organisation and the acquisition by powerful financial Corpora- 
tions, who possessed the confidence of the investing public, of 
such predominant interests as justified them in planning and 
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financing the exploitation of the Witwatersrand field on a great 
scale — a scale unexampled in the previous history of mining. 

By the year 1897, partly in consequence of the work of the 
first Chamber of Mines, which had been started eight years before, 
but mainly as a result of the considerable concentration of the 
control of individual mines in the hands of a few financial groups, 
the general organisation of the industry had taken a form which, 
though comparatively small in scale and imperfect in application, 
nevertheless bore some broad resemblance to the Group system 
of the present day. 

The Transvaal Republican Government appointed in 1897 a 
representative C^'ommission of Inquiry, which was directed to 
furnish to the Executive Committee of the Volksraad a report 
on all matters that stood in the way of or hindered and still may 
hinder the development of the Mining Industry.” The report 
of that Commission and the voluminous and illuminating evidence 
which it considered lie buried and almost forgotten in the pigeon- 
holes of seldom -consulted reference dqmrtments, but it is interest- 
ing to discover that at that early date, when the organisation of 
the industry under the Group system was in its infancy, the 
Commission unanimously found that : 

“ . . . There exist all the indications of an honest adminis- 
tration, and the State, as well as the Mining Industry, must 
be congratulated upon tlie fact that most of tlie mines are 
controlled by financial and practical men who devote their 
time, energy and knowledge to the Mining Industry, and 
who have not only introduced the most up-to-date machinery 
and mining appliances, but also the gi’oatest perfection of 
method and process known to science. But for these, a 
good many mines now producing gold would not hav(^ 
reached that stage.” 

This was, indeed, a striking tribute by an independent public 
body to the achievements of the Group system as it existed over 
thirty years ago, and the greatest credit must be accorded to 
those responsible for the vast improvement which the results 
represented compared wdth previous practice. 

It may, however, be observed that relatively little of the 
Gold Mining Industry as we know it to-day w^ould be in existence 
if the standards which the Commission of 1897 considered bo 
practically incapable of improvement had remained unaltered. 
In that year the average yield of gold over the whole industry 
was 114 dwts. per ton milled, that of the highest grade mine 
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being 32-3 dwts. per ton milled, ranging down to 7*6 dwts. per 
ton milled in the case of the lowest grade mine. Working costs 
averaged 295. 6d. per ton milled. At the present time— on the 
basis of the figures for the year 1928 — ^the average yield of gold 
for the industry is only 6-55 dwts. per ton milled, that for the 
highest grade mine being 10'8 dwts. and that for the lowest grade 
mine 4*0 dwts. per ton milled. Current working costs for the 
whole industry are 195. 9d. per ton milled. Average working 
costs thirty years ago were, as mentioned, 295. ixL per ton milled. 
There are at present twenty-five Witwatersrand gold mines 
which last year treated 68 per cent, of the total tonnage of ore 
crushed by the industry, every one of which mines had a working 
revenue of less than 295. CJ. per ton milled, that is, a total revenue 
less than the average working costs in 1 897 . The average revenue 
of these twenty-five mines was only 235. Id. per ton milled. 

These comparisons should not, of course, be pressed too far, 
because the circumstances of the industry have changed materially 
in the period under review. For the most part, however, they 
have changed in directions that have imposed greater costs on 
the mines — miners’ phthisis compensation, higher wages, more 
onerous railway and customs rates, the far greater depth of 
workings (one mine is at present working at a vertical depth of 
7,600 feet below the surface), arc all factors that have resulted in 
higher costs. It is only because of the enormously increased 
scale of operations, conspicuous, in fact revolutionary, improve- 
ments in mining methods and efficiencies, and the co-operative 
l^jlicy followed in coping with the innumerable technical and 
industrial problems that have, from time to time, arisen — much 
of which has been accomplished or facilitated by the Group 
system — that the Gold Mining rndustry has not simply survived 
but grown prodigiously. 

I may give another examjde of what has been achieved by 
the industry under the Group system over a shorter period. In 
1904 a prominent American mining engineer, Mr. Ross Browne, 
made an estimate which, though it was, at the time, regarded 
with the utmost scepticism, is of historical importance as being 
the only scientific comparison of the Rand with gold-mining areas 
in other countries, of working costs under different labour systems. 
He then concluded that under “ the most favourablc^r editions,” 
whiqji “most favourable conditions ” included the expectation, 
or rather the hope, of a 50 per cent, reduction of railway and 
customs charges and a radical curtailment of Government regula- 
tions, a working cost basis of 155. per ton milled might be attained. 

No. 156. — VOL. XXXIX. O ^ 
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Since then, however, railway and customs rates have been largely 
increased ; a liability for miners’ phthisis compensation, equal to 
about G5. per white underground shift (representing a contribution 
by the employer of nearly £100 per annum for each white person 
employed underground), has been imposed on all the gold mines ; ^ 
Government regulations are more and not less stringent; and 
yet, in 1928, working costs for the whole industry averaged only 
195. M. per ton of ore milled. If allowance is made for the fall 
in the purchasing power of money between these two dates, the 
figure of 195. 9d. per ton in 1928 is the equivalent of 145. per ton 
in 1904. We may, therefore, say that the extreme measure of 
improvement in cfliciency and economy that Mr. Ross Browne 
put forward as a theoretically possible achievement has been more 
than attained, notwithstanding that the charges imposed on the 
industry by the Government, which he assumed would be much 
reduced, have, on the contrary, been greatly increased. When 
Mr. Ross Browne estimated possible working costs, under “ the 
most favourable conditions,” of 155. per ton, the actual costs 
w’ere, at that time, 225. per ton milled. As I have said above, 
the comparable figure for 1928, after allowing for the lower 
purchasing power of money, would be 145. per ton, or a reduction 
in working costs of no less than 85. per ton, or 80 per cent., in the 
last twenty>fivc years. 


II 

There arc on the Witwatersrand at the presinit time thirty 
three gold-producing Companies 2 with a combined issued capital 
of about £30,000,000, the current market valuation of whose 
shares amounts to approximately £00,000,000. Each of these 
Companies is a separate entity, having its own body of share- 
holders electing its own Board of Directors. But the control and 
administration of all tlie Companies, with one or two mino'* 
exceptions, are in the hands of one or other of a few large Corpoia- 

^ Compensation for silicosis contracted in the gold mines was first introduce^ 
under tlio Minora’ Phthisis Act of 1912. At present, in accordance with nmoiidrii 
legislation, a levy of £800,000 per aiinuin is required to meet the claims of tlie 
Compensation Fund. There is, in addition, an outstanding liability which was 
estimated by the Government Actuary, as at the 31st July, 1927, at a present 
value of £.5,705,000, this sum representing the present value of the amount that- 
would be required to moot existing claims on the Fund if all the mines were 
closed down at this date and no further silicosis was caused. The employers 
are exclusively liable for the provision of this compensation. 

• A list of these Companies, showing the Groups by which they are ad- 
ministered and their scale of operations in 1928, is given as an Appendix. 
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tions possessing strong financial resources, long and intimate 
experience of mining enterprises and efficient technical and 
administrative staffs. On the Witwatersrand one such Corpora- 
tion controls fourteen gold-producing Companies, another controls 
six, and so on. The controlling Corporation holds a share interest 
in each subsidiary Company it controls, which is usually a large 
interest, but seldom anything like a majority interest, and it is 
true to say that, in practice, the control which any one of these 
Corporations exercises is exercised by virtue of the support of the 
general body of shareholders of the individual Companies and 
not by the weight of its own share interest. That support is 
accorded in consequence of the recognition of the economy and 
efficiency of a system which places the ultimate management and 
determination of policy in the hands of an experienced and 
financially powerful Corporation, whose record and prestige, and 
whose responsibility to its own shareholders, are a guarantee of 
efficient and honest administration. Tlic controlling (^Corporation, 
or Group, ensures the effectiveness of its control by having, 
with the approval of the shareholders, the necessary number 
of its nominees on the Boards of Directors of tlie individual 
Companies and by acting as the Sccretaric^s and (\)nsulting 
Engineers and Technical Advisers of the subsidiary concerns. 
It is sometimes said and assumed that the influence of the general 
body of shareholders under the Group system is purely nominal, 
and that the power of the controlling Corporation, wlien exerted, 
is, by virtue of its shareholding, overwhelming. This, however, 
is a misconcei)tion. Among the various Gold Mining tympanies 
of which I myself hap])cn to he a Director there is one with 
9,157 shareholders, another with shareholders, a third with 
0,345 shareholders. The fact is that the Group system-— the 
control of a group of mining companies by a single Cor])oratioii — 
depends ultimately for its contiiuianeo upon the support and 
confidence of the general body of shareholders of each of the 
individual Companies. 

At this point I may perhaps refer to the suggestion sometimes 
made, that the individual shareholder is placed at a disadvantage 
by the fact of the administrative and technical direction being in 
the hands of a Corporation, which is also a shareholder in the 
Company it controls. The im])lied criticism or suspicion is that 
early knowledge of results and of favourable or unfavourable 
developments enables the possessor of that knowledge to take 
advantage of it for the purpose of dealing in shares. It should, 
however, be obvious that the individual shareholder in any 
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industrial enterprise has to trust somebody, has to rely on the 
bona fides and fair-dealing of some managerial and administrative 
organisation. It is absurd in principle to suppose or claim that, 
though the general body of shareholders can trust the good faith 
of a Board of Directors — composed of people who are themselves 
shareholders — controlling the affairs of a single Company, it 
should not trust a Board of Directors or a controlling Corporation, 
when it happens to look after the interests of several Companies. 
It is simply a matter, in any industry under any form of organisa- 
tion, of having people in charge of the administration, who display 
a full and honourable appreciation of their obligations to share- 
holders, and whose record reveals a faithful discharge of their 
responsibilities. There is no industry in the world of which I 
have any knowledge where the general body of shareholders is 
furnished at regular intervals with the volume of information 
concerning the affairs and results of individual Companies that 
is given by the Gold Mining Industry. Every month a statement 
is issued by each Company showing tlie tonnage treated, the total 
revenue, working costs and the profits earned; this is supple- 
mented every quarter by a longer oflicial rejiort sent to every 
registered shareholder in South Africa and overseas and published 
in the Press, giving details of working results and of development 
operations and any matter of general importance; every year 
there are the unusual!}^ comprehensive Directors’ Reports and 
Accounts, accompanied in most cases by separate reports by the 
Manager of the mine and the Consulting Engineer, and at the 
Annual Meetings the affairs of the Company arf3 fully reviewed 
and discussed. It is, further, the regular practice to publish 
special official announcements whenever anything of exceptional 
importance occurs. Rumour, of course, plays a part in share- 
market operations, but the wise shareholder in a producing 
Company is he who relies and bases his actions upon the official 
information supplied, which is designed to give a representative 
indication, taking proper account of unfavourable as well 
favourable features, of the position at any time or over any given 
period. 


Ill 

Having explained how administrative control under the 
Group system is established and maintained, I proceed to a 
brief outline of the essential features of the system in operation 
how it works and the services it performs. The individual 
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Companies are, as I have already stated, separate corporate 
entities, each mine having its own stafE — managerial, technical 
and secretarial. Although there are superimposed upon the 
individual managements, firstly, the decisions of the Directors 
and the general policy determined from time to time by the Board, 
and, secondly, the advisory and supervisory services of the 
Group organisation, individual managerial authority and responsi- 
bility are jealously safeguarded and upheld, there being no attempt 
to cause the Group administration to function as a sort of super- 
manager or in any way that might tend to discourage the initiative 
of, or undermine the authority exercised by, the individual 
manager in discharging the duties of his important and responsible 
position. 

The Group— an expression I shall now use in preference to 
that of the controlling Corporation — is, however, able, while 
encouraging the best efforts of the separate managements, to 
render to the individual Companu^s a variety of valuable services 
which would not otherwise be available to them, except at 
excessive and, in many instances, prohibitive cost. The Group 
maintains staffs of Consulting Engineers, Consulting Mechanical 
and Electrical Engineers, Consulting Metallurgists and other 
technical experts whose energies are devoted to the major technical 
problems of the mines under their supervision, to co-ordination 
of practice, and to the introduction of improvements in methods 
and appliances that the experiments and investigations constantly 
in progress frequently succeed in producing. The technical 
officials of the Group, chosen for the particular positions they 
occupy because of their i)osscssion of exceptional qualifications and 
experience, provide, in themselves, a complete and exceptionally 
efficient organisation, the full strength of which is immediately 
available to the individual (Nnnpany— to the struggling Company 
no less than to the prosperous Company — whenever a difficult 
problem arises, whenever largo questions of the expansion or 
curtailment of operations are under consideration, and whenever 
there have to be decided such matters as tiie opening up of new’ 
mining areas, involving decisions as to the sinking of shafts, the 
lay-out of workings, the installation of machinery and equipment, 
and the undertaking of capital expenditure programmes that are 
often of great magnitude. 

The Group organisation also acts as the Head Office and as 
Secretaries of the individual Companies, and in that capacity 
performs innumerable services, only a few^ of wdiich I need detail. 
It undertakes all the w^ork required for the purposes of the 
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Board Meetings and Annual Meetings of the respective Companies ; 
it keeps the Share Registers and effects all registrations and 
transfers of shares ; it arranges all insurances — ^the importance of 
this work alone is indicated by the fact that the total insurances 
of one kind or ■another placed and maintained by one Group for 
the mines under its control amount to about £43,000,000; it 
handles all estate and land transactions, all taxation, claim 
licence and phthisis compensation questions, and it is responsible, 
in consultation with all the authorities concerned, for the formula- 
tion of the numerous internal regulations that arc designed to 
ensure, and do in fact ensure, a substantial measure of uniformity 
of practice throughout the mines of the Group. Another service 
deserving special mention is that performed by the Buying 
Department. The purchasing of supplies for the individual 
mines is undertaken by the Group organisation, and it is an arrange- 
ment tliat has proved conspicuously successful and remarkably 
economical. The merits of the system are that centralisation 
allows the smallest mining consumer of a particular commodity 
to secure the advantage of the more favourable ])rices that apply 
to the collective Group contracts for that commodity; the scale 
of purchases enables the Department to conduct, where advisable, 
systematic laboratory tests of the articles su{)plied; the concen- 
tration of orders facilitates standanlisation on products of 
proved reliability and ensures that ])riccs shall always be con- 
sidered in relation to quality. The magnitude of mining purchases 
and the control of buying by the Group are conditions that have 
at one time or another aroused suspicion, in the minds of people 
predisposed to criticise the industry on any real or fancied ground, 
that here must be a case where the Group is able to ])lundcr and 
probably lias plundered the individual Gompany. 'Fhe Union 
Government appointed a Commission some years ago to consider 
the position of the poorer mines with a jirecarious future, and the 
Commission investigated an allegation that centralised buying 
by the Groups was conducted at extravagant cost. The result 
was illuminating, and I quote the finding as representing a signal 
justification of the Group system. In its report this Government 
Commission stated : 

“ Some witnesses expressed the opinion, unsupported by 
evidence, that undue or hidden profits amounting to, it was 
alleged, 2| per cent, and even 4 per cent., were being made 
by the controlling houses in purchasing stores for the 
mines.” 
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The Commission ascertained, after a full investigation, that it 
was the prevailing practice of the controlling houses to debit the 
mine with the actual cost of conducting the Buying Departments. 
The accounts for a period of one year were examined ; the value 
of the stores bought by all the Groups lor that year was approxi- 
mately £10,500,000; the total commission and buying charges 
in respect of those purchases averaged -52 per cent. In the case 
of one Group, which purchased stores to the value of £4,500,000, 
the buying cost to the mines was only -22 per cent. As was to 
be expected, the Commission concluded that “ an average cost 
of *52 per cent., i.e. l\(l. in the £, is an exceedingly low buying 
cost.” Though these figures relate to the experience of some 
years ago and are quoted because they were the subject of inquiry 
by, and received the confirmation of, a Government Commission, 
the same system is still in full operation and the average cost to 
the mines is certainly not higher than it was then. These facts, 
I suggest, throw an illuminating sidelight on the Group system 
in actual practice. 

These are not, however, all the services the Group performs. 
The individual Groups have, of course, difTerent systems, all of 
them efficient and successful, but difh'ring both in rcs2)ect of 
actual organisation and comprclK'nsivencss to an extent com- 
mensurate with their needs. The Group with which I am best 
acquainted has a Medical and Sanitation Department under highly 
qualified professional direction, whose business it is to supervise, 
assist and co-ordinate medical and hygienic practice on the mines 
and in the native compounds ; other activities are the maintenance 
of metallurgical and mechaiueal research laboratories and, as a 
further example, a separate Department concerned with the 
measuring and distribution of electric power and compressed air, 
the purchases of which, in the case of this Group alone, amount to 
£1,187,500 a year. 

We come now to the matter of the cost imposed on the 
individual mines for the services the Groii]) organisation renders. 
These services include all the work of the Head Office and the 
technical, secretarial, buying and othei’ staffs I have detailed, 
and much else that I shall not attempt to enumerate. Here, 
again, the question of costs has been the subject of investigation 
by a Government Commission. I should emphasise that none of 
these official inquiries has ever been instituted in consequence of 
grievances entertained or criticism expressed by shareholders; 
the Government of the day has been moved to inquire into the 
affairs of the industry on luimerous occasions, sometimes for. 
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public reasons and more often because at the time the industrial 
situation or employment problems were regarded, rightly or 
wrongly, as having become matters of political importance. The 
Commission to which I have referred — ^the Low Grade Mines 
Commission — found that : 

“ the witnesses who expressed the opinion that Group 
control and Hoad Office administration was an expensive 
and largely unnecessary incubus upon the mines were unable 
to produce any direct evidence in support of this view. The 
opinion was apparently held in some quarters that important 
and far-rcaching economies amounting to several shillings 
per ton could be effected in this direction. We therefore 
went to some length in obtaining facts in regard to this 
matter. . . . 

‘‘ The Group organisation, in which a staff of experts 
in various branches ... is maintained and placed at the 
disposal of the mines of the Group should obviously be 
advantageous to the individual mines. It tends to make 
available to all the mines of the Grou]) the services of those 
men who have shown themselves most capable in their 
profession, and, if central control is not overdone, must bo a 
more efficient and economic system than tlie maintenance of a 
similar but probably inferior staff by each mine. . . 

The facts, as ascertained by the Gommission, showed that the 
Head Office and administration expenses ^ for all the producing 
Companies on the Witwatersrand amounted to 6*!k/. per ton 
milled. At the present time, these costs for the whole industry 
average even less than they did them. These figures and facts 
appear to me conclusively to prove that an exceptionally efficient 
and comprehensive administrative and technical organisation in 
the Mining Industry is maintained at remarkably low cost. 

IV 

The controlling Corporation, which makes the Group system 
possible, also performs services and undertakes large responsi- 
bilities of a financial, as distinct from an administrative, character. 
Under its auspices, new mining prospects are investigated, new 
mining fields are explored and new Companies are promoted. 

^ Those expenses include the following charges ; — Secretarial, Transfer, 
Buying, Consulting Engineers and other Hoad Office fees; London and Paris 
offices; Stationery, Printing, Advertising and Telegrams; Directors’ and 
Auditors’ fees and Sundries. 
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Existing Companies within the Group look to the Corporation for 
assistance in times of financial stress, and are usually able to 
secure it — ^as experience proves — on terms which would never 
be entertained by a Bank or similar financial institution. It is, 
of course, perfectly true that controlling Corporations are not in 
their business actions actuated by philanthropic or altruistic 
motives. They take big risks in the hope of ultimately securing 
commensurate rewards, but there is something additional to that 
consideration which affects the attitude of the Corporation towards 
the financial problems of the individual Company. Tt is the factor 
of prestige and good faith. The Corporation that has made 
itself responsible for the promotion of a mining enterprise and 
subsequently for its control and administration feels and accepts 
an exceptional measure of responsibility for seeing the subsidiary 
Company through financial trouble. Sometimes the best efforts 
and the utmost help fail to achieve success, but, on the other hand, 
numerous outstanding examples could be given where bold 
financial action has transformed un])romising and even desperate 
situations and converted into success many a mining enterprise 
that had trembled on the brink of failure and extinction. 

V 

Following upon my description of the Group system of adminis- 
tration, I must now, to complete the picture, give a brief outline 
of the Mining Industry in its representative capacity and of the 
activities of the industry where it functions as a whole. The 
Transvaal Chamber of ]Mines is •in association of representatives 
of the gold and coal mining Companies of the Transvaal. It 
is designed by its Constitution to facilitate discussion of all 
matters of mutual interest, and to formulate, as far as may be 
feasible, a common policy in respect of such matters as employ- 
ment conditions and industrial relationships, legislation and 
Government action, aci*ident prevention, the minimising of the 
risks of phthi.^is, the ]>rovision of adequate supplies of native 
labour, and the management of certain subsidiary industries and 
organisations that serve the industry in general. The powers 
and functions of the Chamber of Mines arc — in all important 
respects — exercised by a small supreme Executive known as the 
Gold Producers’ Committee, which is composed of representatives 
of the Groups. Under the chairmanship of the President, for the 
time being, of the Chamber of Mines, assisted and advised by a 
staff of experienced and well-qualified oflicials, this Committee 
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decides all important questions of policy. The Chamber of Mines 
has no administrative or managerial authority so far as the 
Groups or the individual mines are concerned, and, in actual 
practice, the decisions of the Gold Producers’ Committee are 
invariably decisions by the general consent of all the Groups and 
interests afiected. Under the auspices of the Chamber various 
advisory Committees regularly function — the Technical Advisory 
Committee, comprising the chief Consulting Engineers of the 
Groups, and Committees which meet when required, representative 
of the Consulting Mechanical Engineers and Metallurgists, the 
Mine and Head Office Secretaries, the chief Buyers of the Groups, 
and certain others. 

Closely related to the Chamber of Mines and under its control 
are two co-operative Corporations that respectively undertake 
all the recruitment and provision of native labour for the mines 
from British South Africa and Mozambique. There arc over 
200,000 native employees in the industry. Some indication of 
the scope and importance of the work is afforded by reference 
simply to the number of native workers concerned, but this, in 
itself, conveys but a small idea of all that is involved. Very few 
of the gold mines of the Witwatersrand could exist except upon 
the basis of the bulk of the physical labour being performed by 
natives who throughout the Gold Mining Industry arc employed 
in relation to the white employee in the ratio of about nine to one. 
The conditions of employment for natives in the industr}^ — taking 
wages, food, accommodation and medical attention into con- 
sideration — ^represent outstandingly the best standard in South 
Africa under which native workers are emj)loyed in large numbers. 
The Native Bceruiting Corporation, which is responsible for the 
supply of British South Africa nativCvS for the mines, and the 
Witwatersrand Native Labour Association, which handles the 
supply from the adjacent Portuguese territory of Mozambique, 
have an enormous field to cover in arranging for a regular ami 
adequate flow of labour. The natives, before being engaged at 
their homes, are medically examined, the terms of their engage- 
ment arc embodied in a contract which is explained to them !>> 
the Magistrate of the district, and transport from remote parts 
has frequently to be provided. On arrival in Johannesburg, the 
natives are accommodated at and pass through the great Central 
Compound — a Compound which has dealt with over 1,250,000 
natives even in the last ten years — of the Recruiting Corporations, 
and, after all matters concerning passes and passports and further 
medical examination have been attended to, they are sent to the 



1929 ] GROUP ADMINISTRATION IN GOLD MINING INDUSTRY 549 

mines for which they have chosen to work or to which, with their 
consent, they have been allotted. Full arrangements are also 
made for repatriation to their homes when periods of service have 
expired. While the natives are in employment, their interests 
receive organised attention. If they become medically unfit, 
they receive the best hospital and medical treatment. I may 
mention that the hospital accommodation for natives on the gold 
mines — provided by the mines themselves — consists of fourteen 
separate hospitals with some 2,400 beds. 

Safe-keeping and transmission of money is arranged; an 
intelligence department deals with inquiries of a domestic nature 
regarding the natives’ homes or relatives. In Mozambique the 
Witwatersrand Native Labour Association has, with the permission 
of the Portuguese authorities, made roads, built chains of sub- 
stations and rest camps leading to the central receiving depots, 
where the natives are examined and given suitable clothing and 
prepared for their journey to the Rand. 

One satisfactory proof of the efficiency of the organisation, 
the confidence reposed in it by the natives and their satisfaction 
with conditions of employment, is the increasing number of natives 
who come to the mines without the intermediary of any recruiter, 
and the large percentage who renew their contracts over and over 
again. The cost of all the work involved in the recruitment of 
natives for the industry and all the other services performed by 
the t\vo recruiting organisations amounts to o<]d. per native shift 
worked on the mines. 

The largest and best-equipped gold refinery in existence 
operates on the AVitwatersrand through the medium of the Rand 
Refinery, Ltd., an undertaking established in 1921 and owned 
and controlled by the Mining Industry. In 192S some 10,559,000 
ounces of fine gold were refined, this total, which included gold 
from Rhodesia and the outside mines of the Transvaal, repre- 
senting 54 per cent, of the whole gold ])roduction of the world. 
In addition, 1,000,000 ounces per annum of silver are extracted 
from the bullion and refined. The gold is marketed in conjunction 
with the South African Reserve l^ank, wdiosc efiective co-operation 
with the industry in this important matter is not the least of the 
valuable services which the Reserve Rank, under wise direction, 
renders to South Africa. It may be of interest to mention that 
a competent authority has estimated that since its inception eight 
years ago the operations of the Rand Refinery have saved the 
Mining Industry more than £1,000,000. 

An organisation is maintained for dealing with compensation 
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for injuries to employees caused by accidents arising out of and 
during the course of their work. This is the Rand Mutual Assur- 
ance Company, which includes every Mining Company of import- 
ance on the Rand. Practically the whole of the compensation in 
respect of accidents to mine employees is dealt with by the 
Company, which is managed by a Board of Directors representing 
the various Mining Groups. The advantage of these arrange- 
ments is that injured employees have their claims dealt with 
promptly and fairly in a spirit of sympathy by a Company which, 
representing the employers, does not concern itself merely with 
paying compensation claims, but tries to mitigate the conse- 
quences of injuries by supplying, free of charge, the most com- 
petent medical, surgical and other treatment. The Company 
deals with claims in a spirit of fairness rather than on fixed, rigid 
lines, and very few cases arc referred to the Courts. It has paid 
out over a million and a quarter sterling in compensation to white 
workers since the Workmen’s Compensation AvX came into force. 

It is not the policy of the industry to manufacture the com- 
modities it consumes, except in a few instances when^, because of 
special circumstances, it has been compelled to do so in order 
to secure large savings otherwise unprocurable. In general, the 
industry has been well served by the commercial and manufactur- 
ing community, and the only conspicuous case where it has 
undertaken manufacture on its own account is in connection with 
the production of certain largely-consumed steel products, and 
here the saving secured by the co-operative manufacturing entt^r- 
prisc, calculated on the basis of the co.st of imported supplies, is 
estimated to be approximately £60,000 per annum. 

I should like to tell of the other activities of the industry in 
its representative capacity — its large partieii)ation in the work 
of the world-famous Medical Re.scarch Bureau, for the initiation 
of which it was financially responsible; its provision of Miners’ 
Phthisis Sanatoria, and its financial and general sup[)ort of tlie 
Government Miners’ Training Schools. Without, however, going 
into further details, there arc two hict specially to be noted. Th*; 
first is that the co-operative activities of the Mining Industry aic 
greatly facilitated and, in my view, arc only rendered possible ui 
their present acceptable and effective form by the existence of the 
Group system ; the second is that expenditure on the Chamber 
of Mines organisation and all the subsidiary undertakings — the 
native recruiting associations, the gold refinery, and the rest— is 
distributed through the Groups over the individual Companies 
that comprise the industry at cost and nothing more. 
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VI 

Before concluding, I must, in advance, make reference to the 
comment, certainly to be expected from the critic, that, acceptable 
and successful as the Group system I have been describing may 
have proved on the Witwatersrand, it is, nevertheless, a system 
or an organisation that applies to an industry whose product is 
in universal and unlimited demand at more or less a fixed price, 
and that it docs not therefore necessarily possess any interest for 
or promise any advantage to industrial groups concerned with 
the production of commodities under competitive conditions. I-iCt 
me say at once that, in expounding and emphasising what I con- 
ceive to be the merits of Group administration in the Gold Mining 
Industry, I am not claiming that that form of industrial organisa- 
tion is perfect or that, in essentials, it is unique. I do, however, 
suggest that its success on the Witwatersrand is undoubted and 
lias not been de])endent on the fact that the i)roduct of the 
industry is gold, which in popular estimation sells itself — an in- 
correct assumption, as it happens, for there arc many complexities 
connected with the marketing even of gold. The financial 
Corporations that dominate the Gold Mining Industry have, 
however, many interests other than their interests in gold mines, 
and it is significant that the essentials of the Group system have 
been successfully apyilicd to the administration of many of their 
other competitive enterjuises. 

A notable example is that of coal. The Coal Industry of the 
Transvaal — the output of which in 1028 amounted to <,070,000 
tons at an average pit-head price of 4^. 1 bOd. ])er ton is associated 
with the Chamber of Mines, and its administration under the 
Group system has found final expression in the organisation of an 
Association of (■ollieries — now of many years standing which 
fixes production quotas and controls domestic and export market- 
ing operations and ])olicy. The only point, however, that I 
wish to make is that the Group system has i)roved applicable, 
beneficially applicable, to the Transvaal Coal Iiidiistr\, under 

competitive marketing conditions. 

The new Platinum Industry of the Transvaal was inaugurated 
and has been developed under the Group system. Ihc future o 
the Platinum Industry may perhaps be regarded as problematical, 
but one producing Company has already, in the course o opera 
tions extending over only about three years, sold platinum to 
the value of over £;]00,000, and everyone acquainted with the 
platinum price situation will acknowledge that the marvetm^ 
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problem of the Platinum Industry is a delicate and difficult 
one. . 

There is evidence — to go further afield — of the success that has 
attended the broad application of the Group system to the oil 
and other enterprises in different parts of the world of the 
Corporations that figure prominently in the Gold Mining 
Industry of the Witwatersrand ; and it may also be noted that 
the exploitation and development of the copper fields of Northern 
Rhodesia, whose potentialities are literally enormous, are in a 
large measure being carried out under substantially the Group 
system of control and administration. 

John Martin 


Johannesburg. 
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APPENDIX 

WITWATERSRAND GOLD MINING INDUSTRY 
List op Producing Companies and Groups and their Production in 1928 


Anolo-Amkrioan Corporation 
Brakpan Mines, Ltd. 

Springs Minos, Ltd. . 

West Springs, Ltd. . 


Anglo-French Exploration Co. : 

Now Kloinfontein Co., Ltd. 

Central Mining -Rand Minks Group : 
City Doop, Ltd. 

Cons. Main Roof Mines and Est., Ltd. 
Crown Minos, Ltd. . 

Durban Roodopoort Deep, Ltd. 

East Rand Proprietary Minos, Ltd. 
Forroira Deep, Ltd. . 

(ioldenhuis Deep, Ltd. 

Moddorfontoin H. Gold Minos, Ltd. 
Moddorfoiitein East, Ltd. . 

Now Moddorfontoin G. M. Co., Ltd. 
Nonrso Minos, Ltd. . 

Rose Deep, Ltd. 

Village Deei), Jdd. . 

Wolhuter Gold Minos, Ltd. 


Genehvl Mining and Fin.\nce Cor- 
poration : 

Meyor and Charlton G. M. Co., Ltd. . 
Van Ryn Gold Mines Estate, Ltd. 
West Hand Consolidated Mine.s, Ltd. . 


JoiTANNESnUUG CoNSOLIDATKl) INVEST- 
MENT Co. ; 

Govorninciit Gold Mining Arens 
Langlaagto Instate ami G. M. Co. 

Now J*rimrosoG.M.Co., Ltd., Jan.- Juno 
New State Areas, Ltd, 

Randfontcin Estates G. M. Co., Ltd. . 
Van Ryn Deep, Ltd. 

Witwalersrand G. M. Co., Ltd. . 


New Cv'iNSOlidatkd Gold Fields ; 
Robinson Doop, Ltd. 

Simmer and Jack Mines, Ltd. 


Union Corporation : 

Geduld Proprietary Minos, Ltd. 
Modderfontein Deep Levels, Ltd. 


Sundry Companies : 

Luipaardsvloi Est. and G. M. Co., Ltd. 
Witwatorsrand Deep, Ltd. 


Miscellaneous . , 

Total — nWATERSRAN D 


Tons 

Fine ounces 

Value. 

millerl. 

declared. 

£. 

1,016,500 

387,560 

1,616,250 

830,600 

403,869 

1,715,526 

647,300 

211,181 

897,040 

2,494,400 1 

1.002,610 1 

£4,258,816 

612,900 1 

139,261 i 

£591,543 

1,027.000 ! 

306,034 

1,299,950 

718,900 

274,109 

1,164,340 

2,611.000 

853.734 

3,620,433 

468,100 

159,484 

677,445 

1,685,700 

410,848 

1,872,602 

399,800 

80,767 ' 

343,076 

774,500 

i 168,888 1 

717,392 

830,000 

I 312,653 j 

1,328,066 

744,500 

1 232,575 i 

987,916 

1,662,000 

898,552 

! 3,816,806 

720,200 

213,271 

1 905,918 

663,400 

137,970 

1 586,059 

659,500 

181,369 

j 770,407 

356,100 

80,800 

1 313,217 


13,320,700 ! 4,3tL05 t '£18,430,627 


202,700 

464,800 

643,000 

53,413 ! 
116,993 1 
163,558 j 

226,884 

496,955 

694,750 

1.310,500 1 

333,964 ! 

£1.418,589 

2,383,500 i 

960.000 I 
61,700 ' 

908.000 ' 
2,500.000 ; 

759.000 ! 

630.000 i 

1,080,121 ; 
303,132 i 
15,794 
3S1.()21 i 
567,707 ; 
300.366 1 
132,476 [ 

4,588,062 

1.287,623 

67,089 

1,618,474 

2,411,466 

1,275,874 

562,722 

8,211,200 1 

2,780,617 |£1 1,811,310 

918,400 

898,200 

254,033 i 
216,774 

1,079,063 

920,798 

l,816,6tK) j 

470,807 1 

£1,999,861 

979.000 

530.300 

305.080 

280,246 

1,299,720 

1,190,409 

1,509,300 1 

.586,226 

£2,400,129 

244,200 

525,300 

63,207 

122,952 

268,486 

522,267 

760,500 

186,159 

790.753 


66,490 1 

282,432 

30,046,100 

9,907,188 1 

£42,083.060 



INTERCHANGE BETWEEN SOCIAL CLASSES 

Despite the important role which the idea of social class has 
played both in social theory and in political movements, very 
few scientific studies exist of the nature of class differentiation 
and its conditions. Marx and his followers have sought to 
relate the various forms of social stratification to modes in the 
forms of production, but it would seem on an inadequate inductive 
basis, at any rate as far as modern conditions are concerned. In 
recent times efforts have been made, under the influence of 
biological ideas, to determine the relation between forms of social 
groupings and differences in physical and mental characters 
between individuals and groups. 'J'hese are hcUl to afford 
material for the agencies of social selection and thus to influence 
social differentiation in greater or lesser degree. But studies on 
these and other lines have suffered from the absence of an adequate 
classification and the lack of agreement with regard to tlic criteria 
of class, which makes effective com])arison of the results arrived 
at by different investigators extremely difficult and precarious. 

The difficulties of classification are due, among other things, 
to the fact that social differentiation is psychologically conditioned 
and that as yet there exists no generally accepted technique for 
the observation, analysis and record of the b(*haviour of social 
groups in relation to one another. When psycliological analysis 
has been attemoted at all, it has generally been in the direction of 
determining the ends or interests whicli classes have in common, 
with the result that writers have tended to deny the reality of 
class distinctions or to minimise them, in c%ses in which it was no I 
possible to point to definite cohesive groups clearly aware of tlu ir 
interests as groups. But social classes arc not associations to be 
defined by their ends or purposes, but groups of individua's 
related to one another by much vaguer, though not less powerful 
psychological attitudes, and which only under certain conditions 
come to be conscious of a class purpose. It is extremely difficult 
to say what one is conscious of when one is class conscious, but the 
following psychological factors would seem to form part of the 
situation. There is firstly a feeling of kind as it may be called, 
in relation to members of one’s own class, a confidence that one 
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can meet them on equal terms. There is, secondly, a feeling of 
inferiority in relation to those above in the hierarchy, and, thirdly, 
a feeling of superiority in relation to those below. All these states 
of mind, which psychologists would interpret in terms of the theory 
of ‘‘ sentiments ” are extremely complex, partly because of the 
large number of gradations in the social hierarchy, the continual 
intersection of levels in mobile societies, and partly because the 
sentiments of equality, inferiority and superiority admit of 
subtle and intricate forms of inversion and compensation. Prima 
facie the determinants of these feelings and attitudes arc to be 
found in differences in mode of life, educational standing, amount 
and intimacy of association between members of different groups, 
and the various factors, political and economic, which make for 
confidence and assertiveness on the one hand and submissivencss 
and negative self-feeling on the other. It must be confessed that 
scientific sociologists have hardly even begun to study these 
matters, which arc often treated with greater insight by novelists 
and essayists. 

In the present investigation ^ I have endeavoured to deal with 
a small portion of this large question by seeking to obtain a 
measure of the degree of movement between social classes, the 
reality and importance of the “social ladder.” In what is no 
more than a ])reliminary inquiry, I have had to content myself 
with taking fairly readily identifiable groups, namely those which 
arc indicated by mode of occupation, on the ground that from 
the latter may generally be inferred a person's mode of life and 
educational standing and therefore his social class, if we under- 
stand by this term a group of })eople who meet one another on 
equal terms. I have distinguished the following categories : 

Class I. includes j)i-ofessionals, employers 1, own account I. 

Class II. includes e»^)loyers II, own account li, salaried. 

Class 111. includes wage earners, skilled, semi-skilled and 
unskilled. 

I found subsequently that iiiv classification coincided very 
largely with that adopted by the Registrar-General (Decennial 
Supplement, Pt. 11, 1921). Uc distinguishes five social grades 
1, Upper and Middle. 2, Intermediate. 3, Skilled. 4, Inter- 
mediate. 5, Unskilled. The details supplied in the rei)ort referred 

' I am greatly indobtiHl to Mrs. Crossmaim Loch) for lior iiivuluablc and 
untiring asaistaiico throughout tins laborious pitno of work. Thanks are also 
duo to Mr. J. Ruinyanock who helinxl mo in the initial stages of the inquiry. 

No. 150. — VOL. XXXIX. 
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to have been of great assistance to me in dealing with my data. 
These include : — 

A. Information derived from answers to a Questionnaire. 

B. MS. records of admissions to Lincoln’s Inn. 

C. Information derived from Prof. Bowley's investigations 
into the social conditions of five towns. 


A. The Questionnaire ^ 

This was circulated in the years 1927-8 among University 
teacliers and students, teachers in training colleges, second-class 
civil servants, clerks and other salaried officials and wage earners. 
They were fisked to state their occupation, i.e. the kind of work 
they did, and their employment, i.e. whether they were employers 
or working on their own account, and if they were working for 
others whether they were salaried or wage earners, and td siipply 
similar information relating to their fathers, grandfathers, ;pyj&mal 
and maternal, brothers and sisters if working. The ;il^^|lilwing 
table sliows the occupational range and sex distributing l^lttiose 
who filled in the form : , 


Student group , 



Total. 

580 

Women. 

2;V2 

Teachers group 



872 

537 

Professional 



113 

21 

Employers I 



2 

— 

Employers 1 1 . 



20 

1 

Own account 11 



33 

5 

Salaried . 



765 

88 

Wage earners . 



450 

27 




2,844 

U31 


' I wish to thank the following for their kind co-operation in the circulati“»* 
and collection of the rjut^tionnaire forms : The rrincii)als of Avery Hill Traiiiii.}.. 
College, Tho London Day Training College, The Diocesan Training College, 
Bristol, Tlio Training College, iMrlington, St. looter’s College, Peterborough* 
Whitelandfl Training College, London ; Tho Prfjvost of University College, Loiuk n ; 
Tho Organising Secretary of tho Extension Board, University of London: The 
Students’ Union of the London School of Economics; Mrs. 11. Iloid of Ik'dfoid 
College, London; Prof. J. E. Neale; Miss Monkhousc; Mr. Arthur Pugh of the 
Iron and Stofd Trades Confederation; Mr. A. O. Walkdon of tho Railway Clerks’ 
Association ; Mr. C. T. Cramp of tho N.U.R. ; Mr. William C. Koay of tho 
Federation of Professional Workers ; Mr. R. H. Tawney. 
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Table I 

Comparison of Present Generation and Father's Occupation 


1‘RESKST (IKSERATIOS 




tn 

*3 

1 

'Si 

o 

C 

O' 

*2 

>4 

c, 

p. 

t i 

s ! 

•o 1 

r 

M 

-w> 1 

a 

§ 

^ mi 

TS ® 

S 
u rt 

j 

II i 

5 

rt 

W 

c. 

i4i 

*3 



£ 


e 

c 


b 




o 


Professionals 


1()4 

1 



. . 

1 

3X 

02 ! 

3 

301 


EmployiTs and 

<i 

lit 

1 

. , 

1 



() 

•s ; 




Own Account I 











IndtiiK'ndciits 

2 

2 


! - . i 

1 

■ — 

1 1 

: i 



1 5 


■Employers 11 

20 

lOi) 

1 — 

1 

j ir» 

1 -} 

‘)l 

1 i 

20 

i 430 

Fathers 

Own Account II 

8 

43 

1 

1 


1 10 

77 

73 

(il 

274 

Salaried 

28 

171 

1 

i — 

; 3 

1 — 

1 1S2 

1 2-10 ; 

37 

070 


Skilled 

7 

dt) 

1 — 


1 t) 

' 12 

■ 27C> 

1 240 ; 

ISO 

7‘Ui 


Semi-Hkilled 

3 

3 


■ — - 

i 1 

! a 

r)S 

1 10 

115 

I 220 


Unskilled 

— 

— 

i -- 

i — 


, — 

1 17 

i 4 ’ 

! 20 

1 41 

'■'t 

Totals 

112 

r.77 

i~r 

; — 

1 28 

1 

1 *11 

; 740 

1 858 

1 

1 430 

;2,790‘ 


> l[t O^^rved that tho totals in these tables ditfiT. d’liis is ilii«' to tlif f t- 1 th;it many of the 

fu nn y iuoom])k‘U‘ or iri>le‘linito entries, \rirh the re-ult that several ha l to be alto^other omitted, 
yttw'tod^ though utUisable fur certain tables, were not avai'al le for other.'. 


Table TI 

Cemparison of the Occupations of Fathers and Paternal Grandfathers 

VATUEUS 


Patkrnal 

Gkand- 

fatukrs 


ProfesHionals 
Employers tuitl 
Own Account I 
Indcp(?ndi‘iits 
Etnployors 1 1 
Own Account 11 
Salaried 
Skilled 
Scini'Hkllled 
Unskilled 


Totals 





1 

U O 

<i' 1 . 


>4 

C ! 

>4 1 — 

u 

1 i ! 

t 1 

O 1 <r-. 

1 P. >■ a 

6 i 

' 1 1 

a 1 

! S j if 
w 1 C 

141 , 

8 . 

1 : 

14 j 10 

u- ! 

1) ] 

1 ! 

0 I 1 

0 

i 1 1 

1 1 ' 


40 i 

i 1-1 1 

2 

i 243 1 50 

21 

4 1 


1 50 i 105 

31 

; 4 1 

— 1 

i 32 1 17 

11 


, 

! 3S ' 30 

0 ' 

! j 


7 1 11 

1 1 

1 .r,i 

1 


284 

1 40 

fi 

j 4U0 j 242 
! ! 


25 

7 



— 

200 





30 


3 



_ 

24 

120 

00 

11 

4 

505 

100 

137 

32 

3 

407 

145 

43 

8 

— 

2S3 

130 i 

: 2SS 

52 

10 

574 

35 

1 04 

02 

8 

253 

3 

j 12 

L-J- 

7 

31 

j 504 

; 070 

i 

j 109 

1 3. 
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Table 111 

Comparison of the Occupations of the Fathers and Maternal Grand- 
fathers of the Present Generation 

FATHKllS 




Professionals. 

OwTi Account 
it Employers I. 

j Independents. 

t-J 

M 

ifi 

t.< 

o 

.o 

"E 

S 

W 

a 

O 

Cj 

<ti\ 

g 

o 

Salaried. 

Wage Earners. 

i 

1 Totals. 

Skilled. 

Semi- 

skilled. 

•d 

4i 


Professionals 

ya 

8 

1 

2« 

8 

3.5 

S 





178 


Employers 1 and 

21 

5 

— 

4 

4 

G 


— 

— 

42 


Own Account I 











Matkrnal 

Tndi'pendents 


2 

1 

8 

1 

0 

0 

— 

— 

ill) 

(tRAXl)- 

Employers ll 

SA 

lii 


ICiU 

r.f) 

IGl 

U2 

14 

4 

.595 

FATHEUS 

Own Account If 

18 

:i 

— 


78 

un 

111) 

:;i 

r, 

389 


S.'ilaried 

:ht 

:t 


:{*) 

23 

127 

57 

12 

‘J 

299 

Wage ( 

Skilled 

17 

2 

— 

(52 

52 

120 

2(53 

50 

7 

582 

Karners { 

Semi-skilled 

! 

— 

— 

23 

22 

20 

100 

77 

0 

2G3 

\ 

Unskilled 

— 


— 


1 

tt 

8 

8 

G 

2G 


'totals 

,'.7V 

:U} 

4 

370 1 

1 214 

1 51)2 

(501 

j 11)2 

30 

2,104 


Table JV 

Table comparing the Occupations of Paternal and Maternal 
Grandfathers 

I’ATEKN A L (i H VXDFATll KKS 



1 

i ! 

^ i 

o 

"7, 

c 

bi 

P-i 

' !l I 

Jr* o 1 

j 

2'? 

WO 

-2 i 

s I 

f* ' 

^ 1 

1 1 * 

1 W 

Own Account 
11. 

Salaried. 

i 

1 

i * 

3 

■fj 

1 

% 

\ 1 

1 'S 

1 ’ 7 } 

! 

1 

i-> 

1 

1 

1 

'h 

Ts 

o 

H 


Professionals 

GO 

8 

4 i 

1 40 

1 

17 

7 

1 


1(58 


Employers and 

Own Aecount I 

20 

7 

2 1 

! ^ 

3 

1 

3 

2 

— 


43 

Matkr.nai. 

Independents 

0 

5 

3 

1 1 

i 

‘2 

1 


— 

24 

CiRAND- 

KmploycTs 11 i 

1 .5X 

10 

(5 

2.5 1 

1 TS 

(50 

83 1 

11 

3 

.5('.:i 

FATHERS 

Own .Account TI 

! 12 

2 

J 

52 

1 133 

33 

92 

29 

3 

3.57 


Salaried 

22 

5 

3 

(51 

53 

(57 

(51- 1 

5 

1 

2«l 

Wage / j 

Earm-rs | ; 

Skilled 

r> 

2 

3 

77 

98 

52 

19.5 1 

1 90 

1) i 

531 

Semi-skilled 

1 

— 

1 

3.5 

•11 

10 


I SO 

7 1 

, 247 

1' nskillcd 

1 ~ 


— 


4 

2 


! « 

1 4 

L 

j 

Totals « 

193 

! 

1 -•» 

r.;); 

432 

1 24G 

520 

1 "" 

27 

1 2,240 


Xote . — For the purpost s of this tuhlc- the follo\\ing hinns liave been omitted : 

(i) All forms in which the occupations of the Fathers of the present generation have not heem 

given. 

(ii) All forms in whicli tlie occupations of the Paternal (.trandfatliersof the present generation 

have not h(‘en given. 

(ill) All forms in which the occupations of the Alaternal Cmndfathers of thei)re.sent goncraticii 
have not b<’en given. 

(iv) Queried {i.e. indermite) forms for both (Irandpareiits. For detailed numbers of omissions 
see Tables V and VI. 
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Table V 

Table comparing the Occupations of the Present Generation with that 
of their Paternal Grandfathers 

PRESENT (JBSERATION 






a a 


a 

Salaried. 

ta 




Professiona 

Students. 

M C 

o o 

s< 

wo 

o 

>t 

0 

o. 

1 

3 

o 

CJ . 
'Jl-H 

g 

o 

Miscel- 

laneous. 

Teachers. 

a 

rt 

M 

<j 

rt 

Totals. 


Trofessionals 

;io 

100 

2 

1 


32 

30 

3 

200 


Indepondenf s * 


U 

— 

— 

1 

3 

10 

2 

27 

PATERNATi 

Employers and 
Own Aeeoiint I 

0 

14 

— 

1 

— 

4 

9 

1 

38 

Grand- 

Employers IT 

:n 

L'l? 

— 

8 

3 

157 

200 

33 

508 

fathers 

Own Account 11 

12 

00 

— 

8 

13 

142 

110 

87 

471 


Salaricil 

n 

81 

— 

3 

— 

74 

100 

16 

285 

Wage 1 
Earners 

Skilled 

7 

87 

— 

i 

0 

162 

187 

126 

580 

Scnii-skillcd 

3 

13 

— . 

2 1 

1 

68 

45 

102 

254 

Unskilled 

1 

3 

— 

— : 


10 

4 

1 13 

31 


Totals 

106 

551 

i 

25 

j 20 

672 

1 722 

j 383 

2,403 


No ladcpemlcnts iu present gonerallon. 


Table VI 

Table comiiaring the Ocaquitions of the Presevt (h.)ieraiion ivUh that 
of {hair Maiernal Grandfathers 


PJl KSK NT G ENEB ATK )N 





Students. 

^ 1 

ca i 
t c 

xo 

c< 

"pF 

rilC 

wJ 

T/i 

t, 

w 

g 

5 

V . 

5 

Sala 

, W 

•li 

led. 

- 

w 

o 

rt 

V 

H 

Wage Earners. 

Totals. 


Professionals 

18 ; 

.sO 

1 

2 

4 

20 

31 

1 

178 


Employers and 

0 

21 

1 


— 

9 

5 

1 

43 


Own Account I 

1 





1 

1 1 




Maternal 

Indopcndenlft * 

“ 1 

7 

' ! 

! 1 

! — 

! 10 


1 

30 

Grand- i 

Employers 11 

41 : 

J.57 

— 1 

I 12 

1 1 

: 151 

! 103 

37 

508 

FATHERS 

Own Account 11 

12 i 

66 

— 1 

3 

; 11 

1 134 

S8 

80 

304 


Salaried 

li ! 

S6 

1 — ' 

1 ' 

! O 

i 

115 

10 

301 

i"" 1 

Skilled 

7 I 

07 


‘ 3 

O 

171 

183 

124 

587 

Wage 1 

Semi-skilled 

5 ; 

10 

i 11 : 

1 

i ^ 

76 

Ot) 

03 

267 

Earners 

Unskilled 


1 

! -- ; 

i — 


i 

1 1 

17 

26 

• 

Totals 

lOS j 

513 

! 3 1 

1 

1 23 

pr 

i ‘'"'i 

607 

373 

2,424 


No Imlepemlonts in present gcucration. 


In order to facilitate comparison I have grouped the sub- 
divisions into three classes and expressed the results in percentages. 
Class I corresponds to the Census division Upper and Middle and 
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includes professionals, students, employers I, own account I and 
independents. Class II corresponds to the Census division inter- 
mediate II and includes employers II, own account II, salaried 
officials, elementary school teachers. Class III includes the 
working class and corresponds to the Census divisions, skilled, 
intermediate and unskilled. 


MOBILITY OF OCCUPATION TABLES 

« 

Tables in Percentages 


Table I 


Table IV 


Comparison of the Occupations of ihe 
Present Oeneialion with those of 
their Fathers. 


Comparison of the Occupations of the 
Paternal and Maternal Grandfathers 
of the Present Generation. 


PllKSKXT CENKIIATION PATERNAL GRANDFATHERS 




Class 

1 . 

Class 

11. 

Class 

111. 



Class 

I. 

Class 

II. 

Class 

III. 


Glass I 

33-3 

70 

0-60 

Maternal 

Class I 

48-0 

8-2 

1*4 

Fathers 

(Mtuss TI 

540 

52-7 

27- 1 

Grand* 

Class 1 1 

46-7 

65-2 

37*7 


Class 111 

110 

40-2 

72-3 

F.ATHKKS 

Class 111 

4-7 

26*6 

60*0 


Table II 

Comparisonof thcOcc((patio7isof Fathers 
and Paternal Grandfathers of the 
Present Generation. 


FATHERS 




Class 

1. 

Class 

JI. 

Cla.ss 

ni. 

Paternal 

Class I 

55*6 

00 

13 

(iRANl)- 

Cl.'iss H 

3H0 

71*0 

36*2 

fatuers 

Class 111 

5-5 

22*1 

62*5 


Table V 

Comparison of the Occupations of the 
Present Generation with those of their 
Paternal Grandfathers. 


X' X ij» iiitiA 1 


1 


Class 

I. 

Class 

II. 

C\ass 

III. 

Pater.val 

Class I 

2.5*1 

7*0 

16 

Grand- 

Class 11 

57*7 

67*7 

35*.5 

fathers 

Class 111 

17*2 

352 

j 62*9 


Table III 

Comparison of the Occujtations of Fathers 
and Maternal Grandfathers of the 
Present Generation. 


FATHERS 


Table VI 

Comparison of the Occupations of the, 
Present Generation with those of their 
Maternal Grandfathers. ^ 

PRESENT GENERATION 




Class 

I. 

Class 

11. 

Class 

in. 


1 

Class 

I. 

Class 

11. 

Class 

III. 

Maternal 

Class I 

42*2 

8*4 

1*8 

Maternal 

Class 1 

22*7 

7-2 

0*80 

Grand- 

Class II 

50*8 

65*3 

38*1 

Grand- 

Glass II 

67*6 

56-0 

86*5 

fathers 

Class III 

7-0 

26*4 

60*1 

fathers 

Class III 

10*8 

37*0 

62*7 
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The tables show that 12 per cent, of the present generation 
in Class I had parents in Class III, the corresponding figure for 
the last generation being 6. If one generation is omitted and the 
present generation compared with the grandparental the figure is 
about 18. It should be noted that those classed as ‘ ‘ professionals ’ * 
in the present generation include numerous students whose future 
occupation is indeterminate. The movement from Class II to 
Class I is naturally greater. The results may be summarised 
thus: 


Upward Movkmrnt 



From 

111 to I. 

From 

IF. to T. 

l^Vom 

TTI to IF. 

Present generation and fathers 

12 

55 

40 

Fathers and grandfathers 

0 

45 

24 

Present gonoration and grandfathers 

IS 

57 

30 


The downward movement may be measured by ascertaining 
the proportion of those at present in the lower classes who 
originated in the upper. The figures are as follows : 


Downward Move.uent 


Prosont gonoration and fat bora 
Patliors and grandfattiers 
Present generation and gram! fat hcra 


the following table : 


Present generation and fathers 
Fathers and grandfathers 
Prosont generation and grandfatli()rs 



F’rom 

J‘'rom 

I'rom 

■ 

FtoJIL 

1 to IF. 

FI to IFF. 


00 

7 

27 


1-5 

7 

37 


14 

7 

i 

35 

in their own class is indicated in 


1 

II. 

1 


33 

52 

72 


48 

68 

61 


23 

56 

62 


In considering these figures it may be useful to bear in mind 
the estimate made by the Registrar-General of the proportion of 
the classes distinguished by him per cent, of the occupied popula- 
tion.^ 


1 Cf. Registrar-GoneraPs Decennial Supplement, Pt. II, p. viii. 
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All classes. 

I. 

II. 

III. 

IV. 

V. 

100 

2*93 

20*35 

43*47 

20*45 

13*40 


Some indication of the extent of intermarriage between the 
groups in the grandparental generation may be obtained from 
Table IV. It will be seen that in Class I, 4 per cent, of the 
maternal grandfathers were wage earners. In Class III only 1-4 
were professional, while the corresponding figures for their own 
class and for Class II were fairly even, viz. 48 and 46. 

Upon the whole the following conclusions suggest themselves. 
There is evidence of upward mobility from Class III to Class I, 
and this seems to be increasing as compared with the past genera- 
tion. This docs not bear out the view that the process of recruit- 
ing talent from the lower classes to fill the gaps in the upper has 
reached a point of exhaustion (cf. McDougall, National Welfare, 
p. 162). rurther, on the evidence before us there is very little 
downward mobility from I to III, and this is not in harmony with 
the suggestion often made that the lower classes are recruited 
sensibly from the failures of the upper (cf . Sorokin, Social Mobility, 
p. 457). Bearing in mind the proportion of the classes in the 
occupied po])ulation, it is indeed evident that the ladder can only 
lift relatively small numbers. There seems thus little ground for 
the hypothesis of ‘‘ drainage ” and no indication that the reserves 
of ability in the lower classes are being depleted. 


B. Admissions to Lincoln’s Inn ^ 

I have endeavoured to obtain information regarding the social 
strata from which the professions are recruited, but the only case 
in which I have obtained reliable data related to the legal pro- 
fession as judged by the entries to Lincoln’s Inn. The following 
table show^s the occupations of the parents of those who were 
admitted to the Inn between the years 1886-1927 (with tw'o 
breaks, 1894-1903 and 1912-18). 

It W'ill be noted that there is on the whole but little change in 
the proportions in which the different classes contribute to the 
entries in the period reviewed, except that there is some decline 
in the contribution made by the clergy in recent times and that 
there are signs of the working class beginning to creep in. 

^ I wish to thank tho Treasurer and Governing Body of Lincoln’s Inn for 
their kind permission to copy the MS. records of admissions to the Inn. 
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Table A 

Table (in Percentages only) of the Occupations of the Fathers of those 
admitted to Lincoln's Inn between 1886 and 1927, except for 
the years f 1894-1903, and 1912-1918. Total AdmissionSy 
1,268. ('This total does not include foreign or colonial students 
nor those apparently brought up abroad.) 


l*criod Covered. 

Class l.» 1 

“ Upper and Middle.” | 

Cla.ssll. 

Intermediate. 

III. 

Average 
preseM age 
of those 
admitted. 

Legal 

Professions. 

Clerical 

Professions. 

Other 

Professions. 

“ Gentlemen.’' 

Employers I. 

Own Account 

1. 

Employers II. 

Own Account 

11. 

■ 

Salaried.® 

d 

u 

cS 

— - 

1886-1889 

22-7 

14-4 20-8 23-2 

6 ri ! 0-46 

8-3 ; 0-93 

1 2-8 



6r)-ri6 years of 

21G Admiasion.s 

1 


1 

1 

1 


age 

1890-1803 

28-8 

14-4 15-4 20 n 

7-9 0-93 

10-7 i 0-47 

i 0-93 



61 r>7 years of 

215 Admissions 




; 1 

1 1 


1 

1904-1908 

22-1 

9-8 l.'i7 33-3 

24 0-78 

; - 1 — 

U-i 

0-40 

i 48-45 years of 

255 Admissions 




1 

1 


, age 

1909-1913 

18-5 

60 27-8 17-9 

4 6 2 3 

11-6 1 0-58 

, 9-8 

— 

46 38 years of 

175 Admissions 




j 

1 


age 

1910-1922 

2()() 

100 1 20-0 27-4 

4-7 i 1-6 

8-4 1 2 6 

! 4-7 

! 0-.')3 

37 33 years of 

190 Admisaioiia 



i 

1 

i 

1 

age 

192.3- 1927 

2') -6 

3-7 24-7 17-8 

8-2 i 3-7 

1 9'6 ' 0 02 

i 4-1 

! 1-8 

31-2.5 ycar.s of 

219 AdTnI.s.sion.s 



1 

1 1 



age 


‘ Th(^ Classes used arc those employed in the Census. 

* 'J’his category includes teachers, other than Cniversity 'Peachers. 


Table B 


Table (in Percentages only) of the Occupations of the Fathers of the 
Benchers of the Middle TemplCy between the years 1 88G-1912. 



C. Professor Bowley’s Data 

My third set of data is derived from the cards which Professor 
Bowley kindly put at my disposal giving information of the social 
conditions of working-class populations in five towns compiled in 
the surveys made by him in 1924. The occupations of the 
workers have been classified into the five main categories employed 
by the Registrar-General. The nature of the occupation rather 
than the rate of wages has been regarded throughout as the basis 
of classification. This has been observed as much in the case of 
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young workers as in the case of adults, and apprentices to skilled 
trades have been reckoned as skilled, whatever their wage rates. 
The high wages paid to labourers as compared with those paid to 
skilled men in many cases made such a method necessary. Female 
workers have been graded on the same basis as men as regards 
skill, e,g. a woman weaver or cotton spinner has been graded as 
skilled without reference to the difference in payment between 
male and female weavers and spinners. 

Of the many interesting points suggested by these tables 
attention may be drawn to two. Firstly the proportion of children 
of the working class rising to Class IT varies from 4 per cent, from 
the unskilled parent to 10 per cent, from the skilled ; whilst that 
rising to Class I is on this information negligible. Secondly, the 
notion that the unskilled form a stable group is not borne out by 
these figures, in view of the fact that only 18 per cent, of their 
children remain in that class, the bulk going to the skilled. 
These conclusions arc subject to the qualification that the cards 
gave information only of the children who lived at home at the 
time of the survey and that the classification was in many instances 
difficult. 

Occupations of Male Children compared with those of their Fathers, in 

1024. {Bolton, Northampton, Reading, Stanley, Warrington.) 



Sodiil Class. 

. a M 

ui 

'll 

It, So 

^ B 


1 . 

i >^2 


in on ^ 

I.S'SSS 



|JS23 

r 




' ' — ■ J 

1 



1 H O 

Whole 

Unskilled V 

81 


130 

14 

1 

278 

Numbers . 

Total 270 








Intcrmeduvto IV 

4.J 

82 

130 

13 


270 


Total 2,^)4 








Skilled III 

05 

8r> 

433 

o9 


075 


Total G73 








Intorniedmto 11 

4 


22 

20 


48 


Total 49 








Upper and Middle 

— 


4 





Class 








Total 2 








Total 1,248 





Total 

1,270 

The same 

Unskilled V 

291 

18-7 

46*7 

1 

5 

0*37 

278 

Table in 

Intormodiato IV 

l()-7 

30-4 

48-2 

4-8 

— 

270 

percent- 

Skilled III 

141 

12-6 

64-2 

8*7 

0-45 

075 

ages only. 

Tritermodiate II 

8*3 

4-2 

45-8 

4U7 

— 

48 

Ui)por and Middle 

— 

— 

80 

— 

20 

6 


Class 








Total 1,276 
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Occupations of Children compared with those of their Fathers for 
Five Towns in 1924. (Bolton, Northampton, Reading, Stanley, 
Warrington,) 


Father’s Social Class. 

Class V. 
Unskilica 
Children- 

Class IV. 
Infcr- 
tnodiate 
Children. 

^ Class III. 
Skilled 
Children. 

Class TI. 
Inter- 
mediate 
Children. 

Class I. 

! Upper a nd 
Middle 
Class 
(3iildren. 

Total 

No. of 
Children. 

Unskilled V 

Total 270 

181 

240 

53*7 

4-0 

019 

520 

Intermediate IV 

Total 254 

11-2 

32-8 

40-8 

G'3 


404 

Skilled III 

Total 673 

8-3 

16-8 

04*7 

10-0 

0-25 j 

1,225 

Intermediate 11 

Total 40 

5-3 

5*3 

51-3 

38-2 


76 

Upper and Middle 

Total 2 



83-3 


lfi-7 

6 


Total 1,248 ToU\\ 2,291 


Taken together with the conclusions suggested under the 
previous sections they confirm the view that the social ladder so 
far lifts only relatively small numbers. The ri^sults derived from 
the three sets of data are not, of course, comparable. B and C 
give information referring to two generations only, whilst A deals 
with three. B concerns only one l^ranch of a single profession 
and C is an almost exclusively working-class sample, wliile A covers 
all classes. Yet the results so far as they go are not incongruent. 
The conclusions relating to the movement between (Classes 11 
and III and between II and I are not stressed, as the classifica- 
tion is difficult. In dealing with the more clear-cut distinction 
between Class I and Class III, it should be borne in mind that in 
C wc arc estimating the proportion of working class children who 
rise, whilst in A we estimate the proportion of people at present 
in Class I who originated in Class 111, and remembering the pro- 
portions of these classes in the general populations the conclusions 
seem compatible. It would seem that there has been an increase 
of mobility upwards in the present generation, whilst the down- 
ward movement is slight and nearly constant during three 
generations. 


Morris Ginsberg 




THE HISTORY OP THE MINISTRY OP POOD 


Sir William Beveridge’s contribution to the Carnegie 
Economic and Social History of the World War ^ is certainly one of 
the most notable and authoritative volumes in this very remark- 
able collection. Beveridge writes with unique authority on his 
subject. He was in the Pood Ministry from its inception until 
its war task was done and its functions had begun to be liquidated. 
Indeed, his initiative whilst Assistant Secretary to the Board of 
Trade was largely responsible for bringing the Ministry into 
existence. During the whole of the time he was either Second 
Secretary or Permanent Secretary, and as such participated in 
every im])ortant discussion on policy in the Ministry or in the 
Cabinet. He directly administered himself, too, the Central 
Secretariat and two other of the eight main Divisions into which 
the Ministry’s work was divided. In the collection and prepara- 
tion of mucli of the documentary material for this volume lie had, 
moreover, the inestimable advantage of the late Sir Edward 
Conner’s indefatigable labours and shrewd and well-balanced 
judgment. Ho did not actually sit down to write until two or 
three years after ho had left the Civil Service, anrl was able in 
the serener atmosphere of London University to take a more 
objective view of many problems in the solution of which he had 
played so distinguished a part. Purthcr, the work of other 
writers on particular aspects of the problem with which ho was 
dealing, notably Mr. E. M. H. Lloyd’s book Exiyerbneuts in 
State Control at the War Office and the Ministry of Food, enabled 
him to supplement his information and contrast his own 
conclusions. 

Beveridge’s book gives evidence in every chapter of those 
powers of acute analysis and criticism which his colleagues 
learnt to respect. In the many controversies on general policy, 
on administration and on organisation which constantly raged in 
a Ministry faced with urgent problems, Beveridge was naturally 
often in conflict with one or other of his colleagues. But none of 
us could desire a better and more scrupulous i)resentation of the 
issues and of the essential facts which governed them. 

^ Britiah Food Control, BySir W. H.Boveridgo, K.C.B. London: H. Milford. 
Pp. XX + 446. 17j. 6d. (Economic and Social History of the World War, 

British Series.) 
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Beveridge describes the problems which tlie Government had 
to face in the early days of the war as supplies became uncertain 
and prices began to rise. He shows how their attempts to influence 
food prices by friendly admonition of traders and consumers fell 
flat. He cannot avoid a certain ironic humour in dealing with the 
beginnings of the Food Ministry, when he himself and Sir Henry 
Hew assisted Lord Devonport — so far as the latter was prepared 
to be assisted by anybody- -to issue Orders fixing maximum 
prices, which were quite impossible of enforcement without 
hopelessly deranging supplies. Tlie real work of food control 
only began in the middle of 1917, when tlie Ministry was recon- 
structed and Lord Hhondda, Mr. Clynes, Mr. IJ. F. Wintour and 
others came to supplement his efforts, wiili a conviction that prices 
could only be controlled if distribution was also undertaken, and 
a determination, whatever the difficulties, to carry such a policy 
through. Beveridge himself had for weeks been cnfU*avouring to 
make the Government understand this elementary principle of 
economic administration. Thence ho carries the story stage by 
stage, contrasting the methods adopted in (jontrolling various 
groups of home and imported supiilics. He describes the vast 
{idministrative machine by means of which trade after trade was 
rapidly brought under 8tatc supervision and, in a number of 
ease, State operation. He sets out admirably the theory and 
practice of price control as the Ministry itself learnt it in the liard 
school of experience. He leads up to the point when, in the 
latter part of 1918, 85 per cent, of all the food consumed by 
civilians in this country was bought from abroad or from the 
producer licrc and sold by the Ministry of Food. As The Times 
truly said, “ The Ministry of Food was the greatest trading 
organisation the world has ever seen.” Its turnover reached the 
enormous total of £900,000,000 sterling a year. It had its 
representatives in every food -producing country in the Avorld 
from wlvich supplies were obtainable. There was not a retail shop 
in the kingdom wliich sold any sort of food that did not depend 
for its stocks from day to day on the smooth and accurate working 
of the ministerial niacJiine. And, as Beveridge says, the Ministry 
of Food, ‘‘ suppressing private enter})riso, completely accom- 
plished what }>rivatc enter j3risc in the country could never have 
accomplishetl. The British ])eoplc were fed not only better and 
more cheaply than without the Ministry they could possibly have 
been fed in tlie war, but probably on the whole better than before 
the war.” 

Many of the Ministry’s problems were of a purely ephemeral 
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kind, arising directly out of special war conditions. The methods 
and detailed organisation used for controlling flourmills or livestock 
or in rationing, are interesting historically. But they have little 
relation to problems likely to face the Governments in these days. 
Nevertheless, some of the problems with which food control had 
to deal have a bearing on those which arc emerging under post- 
war conditions. Beveridge in his most interesting chapter on 
“ The Lessons of Food Control ** tends to under-rate this point. 
He is obviously and perhaps rightly anxious to avoid any charge 
of exaggeration. 

The main lesson of British food control is that State trading 
in food on a national scale is practicable, and that in times of 
prolonged shortage it is necessary. During the war, despite all the 
intrinsic difficulties, the British people ate on the whole a little 
better than before the war. 

“ As an experiment in public administration, food control 
ill this country on the whole w'as a success, there was no serious 
breakdown; there were unexpected triumphs; there was 
substantial achievement of all main objectives in a novel 
field of public activity bristling with complex problems.” 

But while, as experience showed, complete control of food by the 
Government rather than by private enterprise was indisputably 
advantageous in war, docs private enterprise, Beveridge asks, 
remain as indisputably preferable to control in jieace as once it 
seemed to be ? He himself, after carefully weighing the arguments, 
records his 

“ personal doubt of any gain cither to consumer or producer 
from puldic regulation of food supply in peace, that would 
repay the cost of the vast organisation involved, or justify 
diversion to it of any of the limited store of political energy and 
ability needed for more urgent problems, or outweigh the risk 
of bribery by subsidies.” 

He bases this final conclusion on the essential difference between 
normal peace-time circumstances and the war conditions with 
which the Ministry had to deal. But if war ever occurred again 
there can be no doubt that one of the first actions of the Govern- 
ment should be to bring into operation at the very beginning the 
principles of organisation and control to which the Ministry 
laboriously attained after four years of war. 

The chief merits of control in war conditions are admittedly 
connected with prolonged and serious shortage of supplies. In 
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normal circumstances, so Beveridge argues, the sources of supply 
are so widely spread over so many continents and so many 
different climates that there is reliable security against shortages. 
He admits the danger to consumers arising from combinations of 
food producers or food traders. But he has a fervent belief in the 
ultimate power of competition to thwart their efforts. He thinks 
also that there are so many possibilities of substituting one food- 
stuff for another that any prolonged success in unduly keeping 
priees up is impossible. He is a little scepii(;al as to the advisa- 
bility of stabilising prices by Government pundiases and supplies, 
and inclined to the view tliat the i)roducers would gain more from 
this than the consumers. 

He is, of course, right in his assum])Uoii that except in war the 
degree of shortage which gave the Food Ministry its main justifica- 
tion is unlikely to occur. But shortage is a relative term. Smaller 
margins arc now of far greater importance than they used to be. 
Food prices become of greater economic significance nationally as 
the struggle fpr exiiort markets increases in intensity. He tends 
also, as it seems to me, to under-estimate the ])owers of trade 
combinations. Even since the book began to lie written there has 
been a rapid development in many of the food trades of com- 
binations of sufficient powTr and resources to take mucli away 
from the force of his argument in this connection. The develop- 
ment in the Dominions of the Co-operative Pools for marketing 
wheat, the creation of export monopolies by l(*gal enactment in 
Australia, South Africa and, of course, in Russia, and the concen- 
tration of the grain export trade, apart from Co-operative and 
Governmental organs, in three or four great international firms, 
coupled with a rapid trustification of the milling industry in tliis 
and other countries, have transformed the world grain trade so 
that it is now vastly different from what it was liefore the war or 
when Beveridge himself was directly in contact with its probliuns. 
In the oils and fats trade sometliing approacliiiig a w'orld m()no])oly 
has been created since the w'ar. Tiie meat eombiiios existed 
before the war, and there has been no diminution in their powders. 
Internally the strength of the milk distributors against farmers, 
and even against the Government, has recently been demon- 
strated. The Milk Combine has buttressed its pow'er by a grip 
on the connected industries. In all these cases not only has 
competition to a great extent now ceased to ojierate as a corrective 
on prices, but the jiossibility of competition in the future is 
immensely discounted by the enormous financial resources that 
would be thrown into the scale against any newcomer. 
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To what extent popular opinion is yet prepared to acquiesce 
in the responsibilities which Government interference in these 
matters would involve is another question. One lesson that 
emerges unchallenged from this description of war-time experi- 
ence is the impossibility and danger of half -measures. It is all or 
nothing. The control of prices, as Beveridge points out, had in 
practically every case to bo founded upon control of supplies, and 
as a rule to be accompanied by rigid control of distribution. “ Of 
all the schemes tried,’’ he says, for example, in regard to potatoes, 
“ tJie most thorough was also the most successful.” Experience 
showed almost without exception that tlie mere fixation of 
maximum prices without responsibility for securing that the 
supplies which were available were dispatched to the quarters 
in which they were needed, led inevitably to disorganisation and 
to the creation of more difficulties than it removed. At the end of 
tlic war, when trading interests and a large section of public 
opinion, rightly or wrongly, insistently demanded the rapid 
liquidation of control, the Profiteering Act of 1910, which strove 
to limit interference to publicity and prosecution for alleged 
excessive prices, demonstrated plainly by contrast how things 
ought not to be done. As Beveridge said, it marie no appreciable 
difference either to traders or to the course of ])rices. It was 
mere window'-dressing.” It is w^orth w hile at this time, when again 
the public is beginning to be concerned by excessive i)rofits in 
the food trades, and to demand that the (Government should 
defend tlie interests of the consumer, that this vital lesson of all 
food control experience in this and other countries should be 
constantly pressed home. 

The internal organisation of the Ministry offers ex])erience of 
great value to the student of public administration. It was the 
last of the War Ministries to be organised, and it had the advan- 
tage of being able to learn something from the misfortunes of the 
others. The association of expert Civil Servant administrators 
with no special technical knowledge, with business men who had 
no administrative experience, w^as a problem which, for example, 
had wrecked the efficiency of many Departments of the Ministry 
of Munitions. Lord Ilhondda and Mr. Wintour solved this 
difficulty in a manner which worked to the general satisfaction 
both of the Civil Servants and the business men. The technical 
expert in each trade had full detailed responsibility for the 
executive action taken. But over each group of connected trades . 
a Civil Servant presided, whose job it was to maintain a coherent 
policy, suited to the trades concerned, but in general accord with 
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the financial and administrative plan of the Ministry as a whole. 
In case of serious disagreement, the business expert had the right 
to appeal with his Civil Servant chief direct to the Food Controller 
and the Permanent Secretary. It says much for the system, and 
something for the tact and skill of the men who worked it that this 
right was hardly ever claimed in the whole history of the Ministry. 

Much can be learned also from the Ministry’s experience in 
regard to financial responsibility in connection with Government 
trading. Treasury control of the peace-time kind was quickly 
found to be quite impracticable where great Government trading 
operations were concerned. But with the aid of Sir Harry Peat 
and the distinguished chartered accountants who assisted lum, a 
scheme of costings supervision was worked out which took account 
of the commercial considerations involved, but secured ultiinatc 
responsibility to Parliament for expenditure. 

One other administrative point is of some current interest. 
In its issue of statutory Orders and Regulations, the Ministry, 
utilising Defence of the Realm Act powers, had to perform 
legislative and judicial functions wdiich — vide the Lord Chief 
Justice — arc an unwarrantable intrusion on the powers of Parlia- 
ment and of the Judiciary. No other course was in the circum- 
stances possible. But the establishment of the Consumers 
Council did i)rovide a check against the abuse of such powders. 
The Council, com2)Oscd mainly of reprcsetitatives of Labour and 
of the Co-oi)erative Movement, W'as in almost constant session 
in the Ministry, and w^as entitled to receive full information not 
only on the effect of existing orders and regulations, but also on 
every new proposal before it came into operation. It could 
summon any officer of the Ministry before it, from tlic Food 
(^^ontroller downwards, in order to receive explanations or infor- 
mation on particular points of current administration. It made 
its representations and its criticism direct to the Minister, and 
privately or 2)ublicly as seemed best in the circumstances. It had 
no executive pow’er, but unlimited powers of criticism and 
suggestion. It did not diminish the responsibility of the Ministry, 
but it provided a constant check on bureaucratic enthusiasm and 
administrative incom2)ctencc. It w^as, indeed, a valuable part of 
the machinery of Government operation of trading enterprises, 
which deserves attention in the consideration of other problems 
now or soon likely to be before the country. 

E. F. Wise 
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English Poor Law History, Part II : The Last Hundred Years, 

By Sidney and Beatrice Webb. Two vols. (Longmans. 

36s. net.) 

In a second part consisting of well over a thousand pages, 
Sidney and Beatrice Webb have brought their English Poor Law 
History down from 1834 to the passing of the Local Government 
Act of 1929. One volume suflTiced for all the earlier history up 
to 1834 : it has taken two stouter volumes to bring the record 
up to the present day. This, however, is not because the authors 
have assumed the function of annalists, and set out to record in 
minute detail the passing incidents of Poor Law administration 
during the past century. Indeed, if their book has a fault of 
method, it is that the consecutive record of events does not 
stand out clearly enough. A large part of the work is concerned 
rather with separate problems than with the continuous history 
of Poor Law development; and, though the necessary material 
is there, it is not always easy to get from the arrangement any 
clear view of the broad development of policy over the 2 >eriod 
as a whole. 

In some degree this difficulty is inherent in the subject- 
matter. Clear-cut as the “ reformers ” of 1834 believed their 
ideas to be, Poor Law policy has been, in fact, always in a state 
of muddle; and there has been less an orderly development of 
it than a succession of makeshifts and devices for dealing with 
particular problems as they arose. The apparent clarity of 1834 
really came, as the authors plainly show, rather from a resolute 
shutting of eyes to many aspects of the problem than from any 
comprehensive and systematic plan of reform. There w'ero 
certain things which the “ reformers ” of 1834 set out firmly 
to put down. They collected their evidence, and prepared their 
reports, with these things almost exclusively in view. To a 
great extent they were successful in accomplishing their immediate 
aims; but the aspects of the question which they had ignored 
soon forced themselves upon the attention of those who had to 
administer the new Act. The “ principles of 1834 ’’ provided no 
answer to these new problems; and the Commissioners and, 
after them, the Poor Law Board and the Local Government 
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Board went on floundering from expedient to expedient in their 
largely futile efforts to solve their difficulties. 

The thesis which underlies this book is that these difficulties 
could not be solved within the framework of a Poor Law system. 
For pauperism is not really an isolable problem, but rather a 
83 rmptom, or series of symptoms, of a number of social problems 
which cannot be dealt with partially or as one by an authority 
concerned solely with destitution. This attitude, which has at 
long last secured recognition in the new Local Government Act, 
dominates their treatment and arrangemcmt of their subject- 
matter. The Poor Law Authorities, they point out, were set 
throughout the hopeless problem of making provision for a mass 
of destitution arising from many different causes and needing 
many different forms of treatment. The Poor I^aw Authorities 
were prevented by the nature of their powers and functions from 
taking any preventive measures. They could deal with destitu- 
tion only when it had actually arisen, and this meant dealing 
with it often in a most unscientific way. Moreover, the line of 
least resistance, and the cheapest way of dealing with destitution, 
was usually that of lumping as many as possible of the claimants 
to relief together, and ignoring to a great extent their separate 
needs. 

Thus, it is pointed out that the principles of 1834 included 
the abolition of the General Mixed Workhouse and the provision 
of separate institutions in W'hich different types of paupers could 
receive appropriate ti*eatment. But this idea was never carried 
out. The General Mixed Workhouse always tended to recur 
as the cheapest and easiest way of providing indoor relief. There 
rvas, indeed, in the latter years of the system some attempt to 
differentiate more scientifically; but down to the present day 
the General Mixed Workhouvse has persisted, though almost no 
one has ever had in theory a good word to say for it. 

An exception should perhaps be made to this statement of 
the advocates of a mainly deterrent Poor Law system. The 
only logical defence of the General Mixed Workhouse is that it 
is meant to be empty, because of its success in frightening all 
possible classes of inmates aw[iy. A purely deterrent view of 
Poor Law policy has, however, never been really possible. Scmie 
institutional treatment (despite Harriet Martineau’s fables) is 
clearly inevitable : the trouble is that the effect of a mainly 
deterrent view has gone far to reinforce the other factors making 
for the survival of the General Mixed Workliouse. 

The account of the principles and policy of 1834 and the 

QQ2 
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succeeding years with which this book opens is exceedingly 
illuminating. In particular, the authors stress the point that 
the “ reformers ” never contemplated the refusal of all outdoor 
relief, but only at most its refusal to the able-bodied poor. The 
application of the “ workhouse test ” and the principle of deter- 
rence to the non-ablc-bodied was a later development of policy, 
based cither on the ground that it would help to frighten the 
poor into thriftier habits, or on the hope that it would induce 
relatives and friends to take the cost of maintaining the non- 
able-bodied off the rates. Even so, it was never, of course, 
systematically applied ; and the account of the shifts and changes 
of policy in this matter forms one of the most interesting parts of 
the book. 

After the early years, when the new Poor Law of 1834 had 
settled down, the narrative becomes inevitably somewhat dry; 
for mid and late Victorian Poor Law history turns too much 
on a succession of small administrative adaptations to make 
lively reading. The book becomes interesting again about the 
turn of the century, when new attitudes towards the Poor Law 
began to find clear expression, wh('n Labour rci)resontatives 
began to a 2 )pcar on Boards of Guardians, wlien the battle between 
the new “ reformers ” and the Charity Organisation Society 
became fast and furious, and when the forces that led up to the 
new Royal Commission of 1905 began to take shape. The story 
of the Commission itself is naturally very well told, and is mucli 
enlivened by extracts from Mrs. Webb’s diaries, in which slie 
relates her encounters and efforts to bring her hdlow-incpiireis 
round to a view favourable to complete merging of the Poor 
Law in the general ;;ervices of Local and Central Government. 

There follow — most interesting of .all — chapters dealing witli 
the march of events since the Commission reported in 1909, with 
tlio “ opening of the floodgates ” of able-bodied paujxuism in 
consequence of the post-war depression, and the complete break- 
down of the system, both financially and administratively, in 
face of the new conditions. The phenomenon kpown as “ Pop- 
larism ” is fully discussed, .and the policy behind it subjected to 
strong criticism. But equally the futility of all attempts to us(^ 
the Poor Law as even a supplementary system for the relief of 
unemployment is exposed, and the problem of the .able-bodied 
made to stand out as both the perennial difficulty of all Poor 
Law administrators, and the hardest thing to deal with in the 
redistribution of Poor Law services on functional lines. Natur- 
ally, the authors here return to the thesis of the famous Part II 



1929 ] COIiE: BRITISH SOCIAL AND ECONOMIC POLICY 


575 


of the Minority Report of 1909, and urge the necessity of a fully 
organised national service for dealing with the able*bodied un- 
employed. Their suggestion of some sort of national scheme 
for the provision of emergency work, tentatively as it is advanced, 
merits attention at the present time, when this aspect of the 
problem looks like causing serious embarrassment to the Local 
Authorities to which the Guardians’ duties have been transferred. 

On the whole, the autliors have handled very well a subject 
which offered very great difficulties of selection and presentation. 
They have not succeeded in making a book that it is easy to read 
through ; and they have perhaps at certain points erred on the 
side of including too much. But the task must have been 
almost overwhelmingly difficult; and they have done it in a 
way which will be invaluable to future students. In particular, 
while their strong opinions have inevitably guided both selection 
and arrangement, the facts arc always, I think, fairly stated, 
and there has been no suppression of the opposing case. Especi- 
ally is this fairness evident in the later chapters, in which the 
authors’ attitude rather inclines to a middle view between opposing 
schools of thought and action. Certainly, these massive volumes 
deserve to rank with the earlier volumes of the authors’ EncjU^li 
Local Government, and servo even to increase greatly the obliga- 
tion which all students of that much-neglected study owe to their 
patience and insight. Kn(jlish Poor Law Hislory is not the best 
of these stupendous contributions to knowledge; but its limita- 
tions arc rather those of the subject-matter with which it deals 
than of any fault on the part of its compilers. 

G. D.MI. Cole 

The Next Ten Yearns in British Social and Economic. Policy. By 

G. D. H. Cole. (Macmillan & Co., Ltd. 1929. Pp. 460. 

156 -.) 

In this volume Mr. Cole has given us the 1020 edition of the 
fruits of his fertile and rapidly -working mind. The autobio- 
graphical introduction explains how' the book owes its origin to 
the inner voice of doubt which sometimes assailed its author in 
the heyday of his old-style Socialist propaganda. The attempt 
to answ'cr that doubt for himself and his fellow'-Socialists has led 
Mr. Cole over a long journey, of which the end, as he claims, is a 
restatement rather than a I’ccantation. In the main Mr. Colo 
thinks that it is the times, rather than himself, that have changed ; 
a new world demands a new Socialism. Nevertheless, this book 
may set some of Mr. Cole’s readers wondering whether those whoso 
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attitude fifteen years ago more nearly resembled that of the 
present than the contemporaneous Mr. Cole were as wrong then 
as he now finds them right. 

The book covers a very wide field. Industrial policies, cur- 
rency policies, family allowances, the control of trade and prices 
and investment, Imperial economic relations, the reorganisation 
of local government, and progress in education are among the 
topics treated in considerable detail. In every sphere Mr. Cole 
has .definite measures to propose, of which the greater part are 
already foreshadowed in the Labour Party’s programme, or widely 
discussed in political Labour circles. Mr. Cole is indeed frankly 
sketching a programme for a Labour Government, and it is 
therefore only fair to regard his book rather as a political tract 
(in spite of the imposing dress which Messrs. Macmillan have 
given it) than as a standard work on economics. Judged as such, 
it sets a standard in political discussion which is only too seldom 
attained, and must be compared with the Report of the Liberal 
Industrial Inquiry rather than with the unreal programmes 
usually served out by politicians to a credulous electorate. Mr. 
Cole’s book may sometimes appeal to optimism ; but to credulity 
never. 

From such an ambitious programme the reviewer cannot do 
more than select those items in which the author has gone outside 
the scope of commonly accepted Labour policy, or those which 
reveal some new or particularly interesting social or economic 
theory. Detailed criticism of all Mr. Cole’s proposals is as impos- 
sible as it would be profitable. So far as general economic 
theory is concerned, the orthodox need not fear any violent 
shocks from this book. The next ten years in British social and 
economic policy are not to be built on subversive views of value 
or other profound economic concepts. There is, however, one 
rather curious doctrine which underlies the author’s whole dis- 
cussion of rationalisation, and is indeed the basis of his case that 
capitalism cannot permanently stabilise itself. Mr. Cole secs an 
inherent contradiction between our power to produce and our 
power to consume the results of production. The view of the 
rationalisers, that “ if only they can bring down the unit costs of 
production, the problem of distribution will look after itself,” is 
a “ blind faith.” Ho sees no hope until “ the purchasing power 
distributed in society ” is ‘‘ measured in accordance with the 
productive capacity of the community, and not left to depend on 
the actual production secured by the free play of the forces of 
supply and demand.” Later chapters make it clear that this is 
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not a plea for some reckless system of monetary inflation. But 
granted that the monetary system works tolerably well, what else 
is the problem of making consumption match productive capacity 
except a problem of cost? Mr. Cole nowhere gets us nearer 
solving this problem than when he offers the not very helpful 
suggestion that it would not arise if society began with the 
decision that all should have useful work, and purchasing power 
wherewith to enjoy their share of the product of the associated 
labour of all. 

In tackling the unemployment problem Mr. Cole, like the rest 
of us, is pretty nearly at his wits' ends. To meet the present 
emergency ho would establish a National Labour Corps, volun- 
tarily recruited from the unemployed, whose task would be “ to 
make the country as a whole both a pleasanter place to inhabit, 
and a more efficient productive concern." But this apparently 
attractive plan is nowhere worked out in anything approaching 
practical detail. It is all very well to propose that the National 
Labour Corps should paint and decorate shabby dwellings, remove 
slag heaps and clean up useless debris of every sort." The 
cleaned-up country remains a beautiful dream unless the problems 
of the administration and finance of the (.^orps, and the relation 
of its work to ordinary industry, are tackled with much greater 
thoroughness than is anywhere shown in Mr. Cole’s exposition of 
his project. Mr. Cole can, and indeed docs, retort that no one has 
yet produced a better plan than his ; but he must be aware that 
this is a very inadequate defence of an exceedingly complicated 
experiment. 

For the better ordering of the national industry in general 
we are to rely on the establishment of a National Investment 
Board which is both to raise public loans and to control private 
capital issues. The case for this extension of control over the 
volume and direction of investment is cogently argued. Among 
other things the Board is to assist the redistribution of our indus- 
trial forces from the old staple exj)ort trades to that greater 
variety of small industries with w^hich Mr. Cole thinks the future 
lies. The interesting chapters which deal with our industrial 
prospects arc apt to fade aw ay into generalities w hen it comes to a 
statement of exactly what and where and how large arc the new 
trades which are the hope of the future. But the fault may be 
as much the world’s as the author’s. 

It is in his attitude tow^ards the democratisation of industry, 
and his views on socialisation, that Mr. Cole has departed farthest 
from the doctrines of his earlier books. Though not yet a 
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Mussolini, he has lost much of the democratic fervour of his Guild 
Socialist days. The representative principle is dethroned from 
its unquestioned and universal supremacy and must now bo 
content to criticise the government of experts instead of being 
itself the governor. The administration of industry, Mr. Cole 
recognises, is a technical business, and is therefore not suited 
for the application of the representative principle in its main 
operations.” But because the “ practice of industrialism touches 
the lives of men ’’ at so many points it cannot be treated as wholly 
an expert affair. Democratic institutions are needed to express 
the voice of the ordinary people whose labour is organised and 
controlled by the expert administrators of industry. But they 
remain advisory, not executive. 

So also has Mr. Cole’s whole conception of Socialism undergone 
a profound change. Socialism is no longer a matter of ownership, 
as in the old days of the nationalisation of the means of produc- 
tion, distribution and exchange (a formula to which, no doubt, 
Mr. Cole would never have whole-heartedly subscribed). Social- 
ism now means the extension of some kind of effective social 
control over the economic system as a whole.” Consequently it 
has become an exceedingly elastic affair, so much so that “ not 
only is the question whether any given industry should be socialised 
an open one for the Socialist; the form of socialisation is also 
entirely open.” From the point of view of common-sense and 
good government this change is wholly advantageous to Socialism. 
Mr. Cole will, however, have an uphill, if laudable, task in con- 
verting the mass of those who call themselves Socialists to this 
extremely practical view. Moreover, it may be doubted whether 
a Socialism which has become so indefinite can permanently 
survive as a distinct “ ism ” in fundamental opposition to the 
world as it is. The Socialist has always claimed that the division 
between himself and the non-Socialist is absolute ; it is another 
system, not an improved model of the present one, that he wants. 
Mr. Cole comes very near making nonsense of this claim, as ho 
light-heartedly turns what have been Socialist principles into 
mere questions of expediency. In the long run the effect of his 
line of argument should be either to destroy the existence of a 
distinctively Socialist school, or to drive the would-be Socialist 
back to concern himself rather with questions of ultimate social 
purpose and social values than with legislative and administrative 
programmes. Mr. Cole, however, being confined by his subject 
to policies, not philosophies, naturally does not discuss these 
issues. 
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At the end of his survey Mr. Cole makes a very gallant attempt 
to balance up the effect on both sides of the National Budget of 
the various changes which he has proposed. He secs no purpose 
in struggling to redeem the National Debt and hopes to raise the 
bulk of the money required for new expenditure by diverting the 
free balance of the Sinking Funds to general purposes, and by 
increased taxation on inheritance (possibly a la Rignano) and a 
higher surtax. This part of the book is so important that the 
author might profitably have given time to working out his cal- 
culations in greater detail. Still, even a rough balance is better 
than none. Altogether, then, Mr. Cole has given us an ambitious 
and an important book. Unhappily the ruthless uniformity of 
its style (which is suggestive of Committee memoranda) prevents 
the book from doing itself justice. Mr. Cole would lighten his 
readers’ task, and win their sympathy more freely, if he some- 
times permitted them the luxury of an unexpected word or turn 
of phrase. 

Barbara W^ootton 

Economic Control. By Neil Skene Smith. (London : P. S. 

King & Sons, Ltd. 1929. Pp. xiv + 30G. los.) 

Mr. Skene Smith has a case to make, but he is anxious to be 
impartial in the making of it. We no longer believe, he begins, 
in the “ invisible hand,’' hence we must substitute some control 
of our oivn over the economic machinery of the world. According 
to Dr. Hugh Dalton, who writes an introduction to the book, the 
question to-day is not shall the community intervene at all, but 
precisely how shall the community intervene.” The book is 
divided into two parts : the first discusses methods of economic 
control in the abstract, while the second describes the experi- 
ments made in this field by the Commonwealth and the separate 
States of Australia. 

The object of economic control is to correct the admitted 
deficiencies of competition while retaining its benefits. There 
is in our society neither shortage of material resources nor inade- 
quacy in human power to exploit them. But there is maladjust- 
ment between means and end which can be corrected by conscious 
effort. Economic control can be exercised over both production 
and distribution. The main obstacles to maximum production 
are natural inertia, ignorance of the best method of utilising our 
resources, and anti-social preferences where individual gain 
means social loss. All these can, in Mr. Skene Smith’s opinion, 
be successfully combated by a series of measures, educational, 
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legislative and administrative, which he describes soberly and in 
detail. They include such non-controversial schemes as the 
appointment of Commissions to investigate and publish informa- 
tion on our mineral resources and manufacturing plants and 
processes; improved technical training and assistance to young 
persons choosing employment; a connected system of Labour 
Exchanges; simplified practice, standardisation in production, 
and co-operation between employer and employed by means of 
Works Councils. He also recommends compulsory legislation 
enforcing minimum standards of wage payment, the abolition of 
wasteful advertising, State assistance to emigration, housing and 
labour legislation, and State aid to industries which arc a national 
necessity but do not pay the private entrepreneur. Monopolies 
should be firmly controlled, in the last resort by State competition 
in industry. 

With regard to control over distribution, Mr. Skene Smith is 
exceedingly cautious. As a disciple of Dr. Dalton he cannot but 
deplore the existing inequality of incomes and wish to redress the 
balance by taxation. But he qualifies his disapproval when the 
inequality has a good cllect on the national income ; he is anxious 
that everyone should be paid according to the economic social 
worth of his efforts, and this makes for inequality. To the above 
desideratum — payment according to economic social worth — ho 
returns again and again, but admits that we have not yet dis- 
covered any method of securing it beyond payment by results, 
which is not free from objection and often misses the mark. 

The second part of the book begins w ith a description of Aus- 
tralian experiments in public ownership of industries, such as coal- 
mining, water-power production, irrigation schemes, the grain 
elevators of New South Wales, the various State railways, the 
wharves and meat abattoirs of Sydney and Melbourne, and finally 
the Commonwealth Government Shipping Lines. Australian 
economists claim that the State-owned industries have developed 
in a scientific manner and with greater publicity than would have 
been possible for private enterprise, but admit that the State 
treatment of workers docs not encourage maximum efficiency and 
allows slackness that w^ould not be tolerated in a purely com- 
mercial concern. Mr. Skene Smith maintains that State enter- 
prises have not received fair treatment from critics, that their 
losses have been exaggerated and their benefits minimised. In 
his opinion they have been advantageous to the consumer and 
have performed public services compensating for the deficit in 
the accounts. 
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The most interesting example of public control, apart from 
ownership, is the sugar industry. The net result of Government 
regulation to-day is that the Australian pays \d, more per pound 
of sugar than the import price. On the other hand, the industry, 
which could not exist without such protection, maintains some 
100,000 persons who create a powerful demand for Australian 
products. Moreover, there are excellent prospects for the byc- 
products, which are not yet fully exploited. 

An interesting chapter devoted to Tariffs and Bounties con- 
cludes with the statement that in practice most of the ordinary 
necessaries of life can be obtained by the poorer members of the 
population as cheaply as though the tariff did not exist. Another 
interesting chapter describes Australian experiments in Labour 
legislation and Arbitration. At present, wages, hours and con- 
ditions of labour in most industries arc laid down by Arbitration 
Courts or Wages Boards. We often hear the criticism that all 
the machinery set up for conciliation and arbitration lias failed 
to prevent strikes. But the title “ Compulsory Arbitration ” is 
misleading ; the aims of Courts and Boards is the setting up of 
minimum standards rather than the direct prevention of trade 
disputes. Moreover, not all strikes are illegal, though a penalty 
may be imposed for disobedience to an award. On the whole, 
awards arc satisfactorily observed and there is no important body 
of employers or employed, nor any political party in Australia, 
that would wish to do away wdth the existing form of conti*ol. 

Finally, Mr. Skene Smith argues, certain incontestable facts 
speak for Australian institutions. The population is increasing 
faster than that of nearly every other country, and the average 
Australian produces as much as he did before the W^ar. Although 
hours of work have fallen steadily, real wages have risen by 
7*5 per cent, since 1911, the standard of comfort is higher and 
three-quarters of the population have Savings Bank accounts. 
How much of this can be placed to the credit of public control it 
is impossible to say. At one point Mr. Skene Smith seems to lose 
courage, for he admits that improvement ought to have been 
more conspicuous, that a country v/ith such wealth of undeveloped 
resources ought not to have an unemployment rate of 8*2 per cent, 
and that helping people tends to make them apathetic. He even 
quotes the fact, proved by experience, that the capacity of a 
settler working for himself is four times that of the same man 
serving as a group member under a foreman. Nevertheless, he 
concludes, economic control is of the utmost importance to 
Australia. The book is carefully written, though there is some 
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unnecessary repetition, and the manner is judicial and restrained 
throughout. It is published at the very moment when the 
problems described and illustrated are very much in the public 
mind, and readers will find it both instructive and interesting. 

H. Reynard 

The Problem of Industrial Relations and Other Lectures. By 
Henry Clay, M.A., Professor of Social Economics in the 
University of Manchester. (London : Macmillan & Co., 
Ltd. 1929. Pp. 322. 125. net.) 

Processor Clay has collected together in this volume fourteen 
essays, based mainly, though sometimes with considerable 
elaboration, on lectures delivered or papers published in the years 
1923 to 1928. Ten of the chapters deal with wage problems, and 
the last four with “ the authoritarian element in distribution ” 
(which also has some reaction on wages), “ property and inherit- 
ance,” “ the distribution of capital in England and Wales,” and 
‘‘ a word for laissez-faire.'' The wage chapters open with a dis- 
cussion of “ the problem of industrial relations on the eve of the 
war,” which is followed by a historical and critical account of 
“ government control of wages in war-time ” — in some respects 
the most important chapter in the book. Two chapters deal with 
“ the j)Ost-war wages j^roblem,” and two more arc devoted to 
particular aspects of that problem, namely, “ unemployment and 
wage-rates ” and export trades and unemployment.” Three 
chapters deal with industrial disputes — “ the Whitley Reports 
and the machinery of conciliation,” ‘‘ government intervention in 
trade disputes,” and “ the place of arbitration in industrial dis- 
putes,” and the wages topic is concluded by a chapter on “ wages 
theory and the minimum wage.” The republication of a number 
of unconnected lectures on dillcrcnt phases of the same subject 
necessarily involves a good deal of repetition, but on the otluu’ 
hand we have the advantage of watching the play of the author’s 
mind around the subject over a period of time, altering or con- 
firming his views as further facts come to light and consideration 
of them becomes more mature. Repetition, moreover, is neccs 
sary to bring home to the reader the importance of the essential 
elements in the problem. 

Only a brief summary of the central theme is here possible. 
The problem of industrial relations between employers and 
employed is complex, being “ affected by every change in the 
conditions of industry or the ideals of the workers.” Before the 
war a working system had developed. “ The basis of order in 



1929] CLAY : INDUSTRIAL RELATIONS AND OTHER LECTURES 683 


industry was a system of relatively stable wage standards, defined 
and enforced by trade unions or by custom, to which prices and 
production accommodated themselves. For every grade and 
class of worker a fairly well-understood wage standard in each 
district had to be paid ; if the price that the consumer would pay, 
after meeting other necessary expenses, would cover this and leave 
a profit, production would be maintained or expand; if not, 
production would be curtailed and finally given up. Employers’ 
profits took the first shock of depression, and the first gain due to 
any advance in prices. Continued depression, general or confined 
to a particular industry, might force wage standards down, pros- 
perity would certainly tend to lift them up ; but such movements 
were gradual, and confined within narrow limits.” The method 
of liicccmcal adjustment to changing needs and conditions was, 
however, becoming inadequate before the war, because its basis 
was being undermined. The war destroyed it utterly, by revolu- 
tionising the whole peace economy and by altering all the relations 
of classes and industries. The “ normal commercial basis of 
employment was lost,” The Government had authoritatively to 
direct labour to specific ends and to attempt to regulate wages so 
that they might keep stop with the rising cost of living. The 
chapter on Government control of wages in war-time will well 
repay very careful study; it displays the efforts of authorities, 
often inexpert, to solve entirely new problems under circum- 
stances of extreme pressure, involving not mere money loss or 
gain, but the very existence of the State. This control. Professor 
Clay concludes, “ was rather a policy of interpreting than of 
superseding the play of supply and demand. . . . And in the 
process it was able to accelerate the advance in the wages of the 
less organised workers and check the exactions of the better 
organised ; it maintained some uniformity in the rate of advances 
in different trades, and levelled up district standards to a common 
national level. It was able to set some limits to the divergence 
of rates from pre-war standards and did much to damp down the 
effects of the temporary changes in the supply of and demand 
for labour.” 

The war left the country impoverished by the loss of labour- 
force and capital and by the diversion of labour and capital into 
uneconomic channels. The world demand for British goods and 
services was reduced through various causes, thus particularly 
affecting the export trades. A new orientation of industrial 
relations was necessary, but the old rules and customs had 
become ineffective, and the improved organisation and wider 
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aims of the workers were new factors. We have had to try to 
get back to stable relations and to a more economic application 
of our resources. Changes have taken place but in an unco- 
ordinated form. “ Average money earnings have almost certainly 
risen more than the cost of living, since increase in real wages in 
the lower-paid classes more than compensates for the decline 
among the higher-paid classes, and because earnings generally 
have risen more than rates. The maintenance of real wages has, 
however, been associated with a high level of unemployment.” 
Professor Pigou has attributed this abnormal unemployment to 
high wages, but Professor Clay points out that “ in very few 
industries is it clear that a reduction in wages would by itself do 
much to stimulate employment,” and that other costs have risen 
as well as wages. Tlie depressed trades show high unemployment 
associated with low wage levels, and the relatively prosperous 
trades with high wage rates (such as printing, boots and shoes, 
baking, heavy chemicals) do not contribute a large proportion 
to the expenses of the depressed industries.” Coal and transport 
arc material elements in costs, but coal prices and wages are below 
the average, while railway wages have been secured “ at the 
expense of the shareholders rather than the railway users.” 

“ The root of the present disorder would appear to be a mal- 
distribution of labour brought about by the war. . . . Either the 
country must carry through a redistribution of its labour force, 
promoting migration and financing retraining — a policy for which 
neither the machinery nor apparently the will exists— -or it must 
wait for the slow and painful distribution which is being affected 
by the curtailment of recruiting in the low-paid and under-em- 
ployed industries, coupled with the inducement to enter other 
industries offered to the rising generation by higher wages and 
better employment.” Government can, however, remedy the 
“ serious handicap ” imposed on the export industries by insur- 
ance contributions and local rates. In the special case of the 
cotton industry, rationalisation is required. The expanding 
industries can only offer us temporary relief. British industry 
has been organised for a century for a world market and cannot 
change its direction without heavy losses. Our recovery of 
prosperity depends on the world’s recovery.” 

This imperfect sketch will indicate the service which Professor 
Clay has performed in publishing this book. It is unnecessary to 
enlarge on his clarity, accuracy, and impartiality. 

Henry W. Maorosty 
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The Control of Wages. By Walton Hamilton and Stacy May. 
(The Macmillan Company. Pp. 180. net.) 

The tendency which Professor Walton Hamilton represents 
in modern economic thought is a double one. First, a tendency 
to emphasise the influence of alterable social institutions on 
economic phenomena, as against the stress placed on unalterable 
“ natural ” factors and relationships which figured so largely in 
classical doctrine. Secondly, a tendency to distrust and even 
abandon the traditional deductive metliod of economic theory 
and to rely increasingly on the fruits of an inductive method of 
approach. 

Clearly, an advocate of such claims can hardly find firmer 
ground to lay his challenge than in the theory of wages; and 
Professor Hamilton does well to choose it to launch his iconoclastic 
assault. The growing dissatisfaction with traditional formulations 
of wage-theory and the increasing complexity of the labour 
market itself are forcing even the most dogmatic among us to a 
discreet modesty in face of any actual wage problem. In Pro- 
fessors Hamilton and May’s treatment of the subject stress is 
primarily laid on the ‘‘ institutional ” nature of the problem. 
There is no methodological discussion of the adequacy of deductive 
analysis to the purpose in hand. Rather docs tlie second con- 
clusion follow as a purely practical corollary of the fii-st, since the 
authors’ inquiry leads them to the conclusion that the price of 
labour dejicnds, not on a few simple factors, but on a large number 
of complex variables, the nature of which and the relationship 
between which we can only discover by extending the range of 
inductive research. 

Indeed, it seems regrettable that our authors’ approach to this 
latter problem was not more fundamental, and that the limitations 
of the scries of which this volume is a part sliould preclude tlie 
work from having the full value that it might have had. Tins 
series is a popular one, designed as an introduction for tlie general 
reader to the social problems of the day. To its intention the 
book in question admirably conforms; but with this intention 
pursuit of some important analytical aspects of the question 
is necessarily inconsistent. Popular exposition and original 
criticism are seldom good bedfellows. And the argument of the 
book, which deserves a fuller exposition, loses something in 
cogency and completeness as a result. 

The authors start with the postulate that it is desirable to raise 
wages to as high a level as is practicable. If wages are deter- 
mined by natural and unchangeable laws beyond man’s control,” 
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there is little more to be done than to enunciate these “ natural 
laws ” and to preach resignation. If, on the other hand, “ some, 
a great many, or all of the conditions upon which wages depend 
are subject to control,” then the central problem of applied 
economics lies in discovering what these controllable conditions are 
and how to control them. Clearly the second, rather than the 
first, of these hypotheses is the correct one, since ‘‘ the demand for 
labour is a compound of the volume of industrial equipment, the 
efficiency of technique, the quality of management, the demand of 
the public for the products of labour and kindred elements,” 
while “ the supply of labour is a matter of the number of labourers, 
their training, .their experience, their abilities, their organisation 
and similar qualities ” ; and such factors are evidently “ subject 
to human guidance ” in at least some degree. And the various 
deductive theories of a “ normal ” wage are singled out and shown 
to be invalid as refutations of this contention. Several admirably 
lucid chapters follow in which the various possible ways by which 
wages could conceivably be raised are examined and their relative 
importance estimated. These ways consist, first, in an increase 
in the nominal wage, at the expense of pecuniary incomes 
adjacent to the rate of wages,” of technical improvements and of 
changes in the organisation of industry ; secondly, in a reduction 
in the prices of the goods and services which the labourer buys ” ; 
thirdly, in an increase in the worker’s free income ” in the shape 
of insurance facilities and communal services generally. The 
possibility of increasing wages by “ squeezing ” other incomes is 
shown to be limited to the possible acquisition of “ rent ” elements 
and to the possibility of devising ‘‘ substitute ways of getting the 
functions performed which ‘ interest ’ and ‘ profits ’ now serve.” 
This latter is an interesting suggestion which is more original 
than it should be in face of the growdng importance of “ collective 
saving ” in various forms. But the most promising source of 
“ an ever-expanding surplus from which to take higher wages ” 
lies in improvements in the organisation and technique of the 
industrial system. In particular, control of the trade cycle might 
yield a considerable surplus, as might also the abolition of rentier 
claims on industry through redemption by terminable annuities. 
Finally, it is necessary that labour should be suitably organised 
to annex these elements of disposable surplus when they arise 
and prevent them from accruing to other incomes and remaining 
there by force of convention or customary right. 

In summarising their conclusions in a chapter which they 
entitle A Theory of Wages ” the authors conclude that “ no- 
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where are to bo discovered ‘ the inevitable causes,’ ‘ the natural 
forces ’ or the other imponderables that by some mysterious but 
inevitable ‘ natural law * hold wages in their vice-like grip.” On 
the contrary, “ these factors arc ‘ institutional ’ and variable, they 
are each in its degree subject to control.” And by very reason of 
the complexity of these factors “it is only when analysis, the 
assembling of facts and interpretation have breathed life into the 
abstractions of this theory, that it becomes an explanation of a 
particular rate of wages.” To this end more inductive research 
is required, and above all more official publication of data. 

It is perhaps ungracious to complain that the authors have not 
done what they make no explicit pretence of doing. Neverthe- 
less, one cannot avoid a certain disappointment when one’s 
appetite has been whetted more than it has been satisfied ; and 
the very interest of their trenchant advocacy provokes the wish 
that they had carried their treatment further. As a popular 
statement of the relevant asiiects of the wages-problcm the book 
could hardly be bettered. As a comprehensive survey of the 
groundwork, pointing the road along which future inquiry should 
proceed, it is both comprehensive and suggc'stive. But it is 
prolegomena to a study of the problem rather than the study itself. 
In particular, w^e are left a little in the dark as to the precise 
nature of their criticism of the ordinary theory of distribution, 
apart from their general dissatisfaction with its results. Pro- 
fessor Hamilton categorically declares that “ there is no such 
thing as a ‘ normal wage ’ or a ‘ natural rate of wages.’ ” But 
the two phrases are not necessarily synonymous ; and it is not 
clear w^hethcr our authors merely wish to banish the latter, or arc 
making the much more destructive claim that the formulation of 
any normal rate is impossible because (witliiii the compass of 
prevailing assumptions, at least) the problem is theoretically 
indeterminate. If they adopt only the first contention, the authors 
are merely advancing the not altogether novel claim that the next 
step must be an extension of inductive research, to enable an 
arithmetic solution of the equations of w^age-theory to be under- 
taken in any jiarticular instance. But in this case their argument 
lies in the sphere of applied economics, not of economic theory as 
such : in the latter sphere they are doing little more than emphasise 
that in an equation “ constants ” arc “ constants. Deductive 
theory will still remain as a framework for applied^ economics, 
indicating limits and certain relevant relationships, ihis, in fact 
seems all that they prove in this book or attempt to prove. If, 
however, they intend to go further and assert that what arc usually 
No. 166.— VOL. xxxix. 
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treated as “ constants ** in wage-theory cannot consistently be so 
treated, and that no available set of equations are really soluble, 
then their argument is more iconoclastic, and their championing 
of the inductive method is considerably more significant and 
uncompromising. 

Maueick Dobb 

Cambridge, 

Simonde de Sismondi as an Economist, By Mao-Lan Tuan, Ph.D. 

(Columbia Univ. Press, and P. S. King, Ltd. Pp. 171. 

145. net.) 

Certainly a good deal of the trouble devoted in doctorate 
theses to a restatement of economic theories from the past has 
merely antiquarian interest. Nevertheless, such study, when 
conducted with an eye to significance, can often have more 
importance than is fashionable in some quarters to admit. As 
a means of profiting from the errors of others, or as a demonstration 
of the logical development of a theory, it can have some small 
importance of a purely didactic order. In suggesting conceptions 
wJiich among later writings liave been submerged or neglected it 
can 5 dcld a limited fruit. But perhaps its greatest value lies in 
making explicit the assumptions of writers which are different 
from our own, and by contrast defining more sharply the assump- 
tions which underlie our own thought. 

To this end primary interest lies not in the detailed theories of 
our ancestors, but rather in their system as a complete whole. 
Unfortunately Ur. Tuan in his careful and scholarly study of 
Sismondi seems to have the former rather than the latter as his 
chief concern. Each section of Sismondi’s doctrine is examined 
in turn, constituting an excellent work of reference for those who 
desire a convenient synopsis or concordance to Sismondi’s writings. 
But in fitting the pieces to a general pattern the author is less 
skilful : the generalised picture he gives us falls short of satisfying ; 
he hardly achieves success in enabling us to see the relationship 
and significance of the school of thought of which Sismondi was 
typical to the development of economic science as a whole. 

It is perfectly true that a characteristic of Sismondi is that he 
had no logical system. But this very fact that he did not possess 
a system, and did not aim to, is itself significant and points to 
what was distinctive in his approach. Marx acutely described 
Sismondi as the forerunner of “ petit-bourgeois socialism.’' 
Sismondi represented the standpoint of those at the threshold of 
the industrial revolution who stood apart from the new industrial- 
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ism, hostile to it, because their accustomed world was undermined, 
their traditional scale of values violated. Dr. Tuan calls him 
“ the champion of the rural interests and as such he viewed 
society atomistically through the eyes of the small peasant. He 
was a critic of the new industrial order, but a critic on behalf of 
the endangered property-rights of peasant and craftsman, a critic 
who defended the stability and order of the old against the hazards 
and license of the new. As a champion of the corporation laws 
of the guilds against laissez-faire, of the working peasant against 
the capitalist landlord and the capitalist farmer, it was natural 
for him to hold a paternalistic view of the State as a brake on the 
harslincss of competition, as a curb on the ravages of the machine. 
And in this he clearly foreshadowed, on the one hand, the later 
cathedar-BOGialhi^ of Germany and the Fabian collectivists in 
England, and, on the other hand, the modioevalism which was so 
strong an element in the guild socialist movement of our own day. 
Nor docs Sismondi represent an isolated phenomenon. His 
ideology seems to find a close parallel in all countries where the 
uprooting touch of industrialism is being felt — the Narodniki or 
Populists in Russia in the ’seventies and ’eighties, the Granger 
movement in America and similar tendencies of thought in India 
and China to-day. 

Dr. Tuan very appropriately draws various j)arallels between 
Sismondi and Marx, the latter of whom he considers did the 
former scant justice. But the comparisons ho makes arc mostly 
on points of detail, which, isolated from a gtmeral context, miss 
the essential and significant contrast. Marx did not glorify or 
defend the past against the new capitalism. He accepted the 
new industrial system where Sismondi did not : his criticism of it 
was from the standpoint, not of a class whicli faded as industj’ial- 
isrn developed, but of a class which was itself child of the machine 
and nurtured by the machine, and was destined ultimately to 
revolutionise the property-basis of society. Consequently, like 
the classical economists, Marx was interested in developing a 
complete logical system, the former because they believed in a 
“ natural order,” the latter in order by the very act of interpreta- 
tion in logical categories to unfold the contradictions from M'hich 
development and change would proceed. But for Sismondi there 
was no “ natural harmony ” in the new industrialism to require 
explanation. There was no question of rational interpretation 
of a phenomenon which he could not accept because he could 
never believe it was not a mistake or an act of anti-Christ. \\ hile 

Marx’s criticism, therefore, overlapped that of Sismondi on a 
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number of points — for instance, the theory of crises, of population, 
Sismondi's theory of the exploitation of the labourer by the 
entrej^reneuT — for Marx such individual concepts were woven into 
a general texture and had a distinctive significance to the extent 
that his theoretical system as a whole was different. Hence, the 
‘‘ indebtedness ’’ of Marx to Sismondi which Dr. Tuan claims to 
find seems clearly an exaggeration, based on superficial and 
incidental rather than on fundamental similarities. 

The degree of “ inconsistency ” which Dr. Tuan points out 
between Sismondi’s theory and practice of methodology is not 
altogether surprising. Sismondi did not believe in any logical 
unity in the economic world. He was “ convinced that one is 
falling into serious error in wishing to generalise everything that 
is related to the social sciences.’' ‘‘ Abstraction,” he declared, 
“ is always a deception.” Hence, he naturally turned to em- 
pirical observation, in which one is at liberty at times even 
to glory in one’s inconsistency. Disbelieving that capitalism 
embodied a “ natural order,” he was more interested in historical 
comparison of institutions for which the classical economists had 
litlle use. It was sufficient for him to indicate the fact that 
inventions and change brought uncmployjnent in its train, tliat 
competitive production for the uncertainties of a wide market 
brought gluts and fluctuations. He did not feel the urgent need to 
demonstrate by the niceties of logical categories how such mon- 
strous exceptions could occur to the natural harmony of a sublime 
order. At the same time he was not averse to the use of deductive 
inference where common sense thought it appropriate. In his 
essential eclecticism Sismondi was formally nearer to Smith than 
to Ricardo, in his empiricism nearer to Maltlius than to anyone 
else. As a field-worker among economic institutions Sismondi 
will alw^ays hold a jflace in history; and Dr. Tuan has done a 
timely service in reminding us of it. As an inventor of theories 
he has never properly held a place at all. As an acute observer of 
fact he should command more admiration than has usually been 
accorded him, but not as an cartist of ideas. 

Whereas their bias aided the classical economists in building 
their masterly structure of theory, Sismondi’s contrary bias aided 
him in the observation of significant facts to which the bias of 
other economists was blind. And Dr. Tuan does well to point 
out how close to modern thought Sismondi in many particular 
instances was. His contention that happiness rather than wealth 
ought to be the pursuit of economic study has a distinctly modern 
ring. His theory that distress and poverty may encourage an 
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increase of population rather than comfort and plenty, and that 
hence unequal distribution of wealth may itself cause that over- 
supply of labour which maintains the poverty of the poor, is more 
in line with current notions to-day than with those of his own 
time. His theory (as Dr. Tuan paraphrases it) that taxation 
ceases to be an evil “ if what it gives in common enjoyment equals 
what it causes in sacrifice ’’ miglit have been quoted from a modern 
text-book; while his advocacy of direct taxation and of pro- 
gressive taxation was a bold anticipation of the more fashionable 
doctrines of half a century or a century later. While Sismondi 
had little use for the futile insubordination of trade unions, he 
outlined proposals for the limitation of working hours, the 
prohibition of child and female labour, and social insurance for the 
wage-earner. His suggestion to accelerate the early resignation of 
business men by conferring decorations on their retirement should 
find S5'mpathy in an age grown restive under “ pocket director- 
ships ” ; while his proposal that the State should adopt the 
function of controlling the birth-rate is bolder than what most 
neo-Malthusians dare to advance. 

But perhaps the most interesting of Sismondl’s special doctrines 
was his theory of industrial crises. That these were the product 
of industrial capitalism and that they wore accentuated by the 
existence of a developed credit mechanism was his central indict- 
ment of the new order, iVnd in the importance which ho attached 
to this phenomenon in an age of general blindness and unconcern 
he anticipates our modern emphasis. Sismondi, indeed, has the 
honour of being the forerunner of the modern study of the trade 
cycle. But here again he was more concerned to indicate the fact 
of gluts and depressions, and their obvious connection with wider 
markets, competition and new inventions, than to construct a 
detailed causal explanation of them. Though it assumes the 
name of a theory, its basis is strictly descriptive and practical,” 
as Dr. Tuan observes, “ and needs no postulate of any kind to 
make it work.” Over-production was for him a phenomenon, not 
a logical category ; and it is hardly correct to depict him as the 
father of later conceptions of under-consumption as the adequate 
causal explanation of trade cycles. Dr. Tuan suggests that 
“ Sismondi thought that raising the wages of the most numerous 
class of society would help in solving the crisis problem.” 
Maybe ; but the conclusion docs not necessarily follow from his 
argument, and one may equally well doubt Dr. Tuan’s suggestion 
as accept it. Had he been pressed for a more precise characterisa- 
tion of his ** general over-production,” Sismondi might well have 
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analysed it (as Malthiis did in a passage cited in this book, and as 
Marx also did later) as “ a glut of commodities compared with 
labour, so as to lower profits and to check for a time further 
production.’* And for this, of course, a raising of wages or a 
diminution of inequality would not necessarily be any cure. 

Maurice Dobb 

Cambridge, 


The French Franc, 1914-1928. By E. L. Dulles ; with an intro- 
duction by Allyn a. Young. (Macmillan. Pp. xxxvi + 
570. 21s.) 

This volume is as yet the most complete English account of 
the depreciation and final stabilisation of the French franc. Its 
aim, however, is not merely to provide an historical narrative. 
The late Professor Young in his introduction aptly remarks that 
“ it is no longer iirofitable to inquire into the working of a depre- 
ciated currency with no other end in view than that of finding 
a fresh confirmation of established monetary principles.” Dr. 
Dulles combines with her narrative a critique of these principles. 
In particular she seeks to emphasise the various psychological 
influences which inevitably become of special significance when a 
currency is subject to continuous depreciation. To that emphasis 
no objection is likely to be raised except tliat in calling attention 
to what may perhaps have been an under-rated factor, care should 
be taken that a proper balance is still preserved. It is not quite 
clear that Dr. Dulles has succeeded in striking this lialance. It 
should be possible to state the practical difficulties of French 
Finance Ministers without conveying the impression that they 
were faced with an impossible task. In a sense that is to deny 
the problem. No doubt cx-Ministers will be grateful for any 
apology that may be offered, but most economists will remain 
unconvinced. It is not the business of the statesman to harbour 
illusions which leave his budgets still unbalanced. No matte)* 
how dramatic the gesture, or how well the scenes arc staged 
which are to restore confidence to the holders of francs, there 
remains an economic and financial problem to bo solved. 

Dr. Dulles is critical of the value of a quantity theory of 
money which depends so much upon velocity of circulation. “ It 
is obviously too mechanical a theory to express the shifting 
complex of economic and psychological relationships which 
governed short-run value in France. It became apparent that 
the value of money must be influenced first through moral 



1929] DULLES : THE FRENCH FRANC, 1914-1928 


593 


channels, and then, in the second instance, through economic 
channels ” (p. 20). In the same way theories which are based 
upon purchasing power parities are equally deficient. They are 
too complex for political action and too ambiguous for the prac- 
tical financier. Statistical difficulties apart, the conception of a 
purchasing power parity is said to have only a limited validity, 
chiefly because it fissumes that there is a causal influence 
running quickly from prices to exchange rates/’ whereas in France 
“ causality ran distinctly from exchange rates to prices ” (p. 25). 
Surely the problem of explaining the disparities between actual 
exchange rates and true parities has not been ignored by writers 
on the subject. And if the line of causality was from exchange 
rates to prices, docs that not give point to the argument that 
currency stabilisation might have been accomplished prior to 
budget equilibrium by adequate exchange intervention out of 
available resources ? Dr. Dulles, after somewhat inadequate dis- 
cussion of that argument, concludes that the only road to stability 
was by first securing budget equilibrium (p. 388). In an earlier 
chapter the statement is found : “ Experience has demonstrated 
that it is possible for the Government to exert a considerable 
influence on foreign exchange rates, while price and credit control 
are difficult ” (p. 348). But the important point is whether such 
a “ considerable influence” could not have been made a deciding 
factor in such a way as to have brought about stabilisation at an 
earlier date. Those who advocated exchange intervention could 
not be accused of ignoring the budget problem. The question 
was rather one of mechanism. Dr. Dulles contents herself by 
submitting three main reasons why in the case of France budget 
equilibrium “ hacl to precede stabilisation ” (reviewer’s italics) : 
(1) Taxation was fairly evenly balanced as between direct and 
indirect sources of revenue; (2) much of the State expenditure 
was fixed irrespective of the course of prices; and (3) speculators 
had come to look to the budget as a main index of the financial 
condition of the country. In practice, of course, it was much 
easier for them to look to the regular statements of the Bank of 
France and assume their accuracy. 

The volume, however, is not without merit. Among other 
things there is a clear account and criticism of the theories of the 
plafond unique and the circuit fermi. In some respects Dr. Dulles 
is at her best in treating of the French public finances. She is 
also at pains to provide the more important statistical data. 
There is a statistical appendix extending to fully eighty pages, 
and many additional tables are inserted in the text. But in 
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view of some of the author’s earlier remarks one rather wonders 
whether that statistical material can be put to much use. 

D. T. Jack 


The University, 
St. Andrews. 


England and the New Gold Standard, 1919-1926. By William A. 

Brown. (King. 1929. Pp. xvi + 322. 155.) 

This is a useful book. In his Preface the author remarks 
that “ the Western world has not returned to the habits of thought 
and the degree of contentment with the results of individual 
enterprise which were characteristic of it before the great upheaval. 
In currency matters, also, the urgency of the problems of recon- 
struction brought into being a degree of international co-operation 
not previously known.” The theme of the book centres on the 
problem of the instability in the value of gold. Under the 
changed conditions which now jirevail we have a “ new gold 
standard ” the full possibilities of which have not yet been 
realised. There is, however, no mere return to the “ automatic ” 
functioning which was supposed to exist before the war. Mr. 
Brown sets out to describe ‘‘ the historical origins of the changes 
which the gold standard has undergone since 1914; . . . to show 
the relationship of the British Empire as a whole and of the 
United States, to the problem of the return to gold, and ... to 
find in the rich experience of these years some new illumination 
as to the nature and principles of the gold standard.” 

On the whole Mr. Brown succeeds in presenting a fresh dis- 
cussion of a familiar sequence of events, largely through the 
attention which he gives to the problem as it might be viewed in 
the gold market. Among other things, he examines the means 
taken to prevent a serious reduction in South African gold pro- 
duction, the atternjit to restrict the Indian demand for gold, and 
the use to which gold was put in the United States. There is a 
useful examination of the position of South African gold-mining 
from 1920, which shows the influence exerted by the South 
African price level, the London-Johannesburg exchange rate, and 
the under- or over-valuation of sterling by the sterling-dollar 
exchange. The first of these affected mining costs in South 
Africa ; the second affected proceeds of sales of gold in London 
when realised in the Transvaal; and the third affected the 
“ degree of accuracy with which the London market price of 
gold bullion reflected changes in the world value of gold ” (p. 76). 

On the questions raised by Great Britain’s return to the gold 
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standard in 1925 the author is cautious. The Chapter on “ The 
Conflict of Opinion and Economic interest,*^ which records the 
diverse opinions of Mr. Keynes, Mr. Brailsford, Mr. Cole, Mr. 
Wheatley, Lord Melchett, Mr. Kiddy, the Federation of British 
Industries, etc. is somewhat disappointing. The author, of 
course, may claim that it was no part of his argument to consider 
the wisdom of the actual timing of the return. And ample com- 
pensation for this is afforded in a later Chapter on “ The Technique 
of the New Gold Standard.’^ The analysis here is based upon a 
threefold classification of gold shipments under the new con- 
ditions : (1) The gold movements resulting from the ordinary 
working of the gold standard; (2) gold movements to the East 
and for the trade ; and (3) ‘‘ shipments of monetary gold whether 
physically moved or ‘ earmarked,’ made by central banks in the 
execution of monetary policy irrespective of exchange rates ” 
(p. 267). These do not represent new types of gold movement; 
the new significance lies in the increasing importance of the third 
type. Gold movements of the third type ‘‘ indicate no dis- 
equilibrium of prices between different countries. They tell 
nothing of the relative value of gold in different parts of the 
world. They are often capital transactions made with a view, 
not to the correction of deviations in the foreign exchange, but 
to the provision of, or increase in, the limiting element in the 
currency systems of different countries. . . . They provide one 
of the means by which the value of gold may be regulated. For 
by deliberately moving gold from one bank reserve to another 
through purchase and sale regardless of exchange profit, a dis- 
tribution of the metal so as to prevent undue deflation from 
scarcity or inflation from over-abundance becomes conceivable 
without abandonment of existing ideas about reserve ratios ” 
(p. 275). Gold movements of this type may be increased as a 
result of the post-war distribution of monetary gold stocks, but 
if there is a danger of gold inflation or deflation, can that really 
be prevented without some change in “ existing ideas about 
reserve ratios ” ? 

The problem as regards the future depends upon the sufficiency 
of new gold production in relation to the world demand for the 
metal for all purposes. Mr. Brown accepts uncritically the 
assumption of Cassel that a gold jiroduction equal to 3 per cent, 
of the total stock will continue to be necessary to maintain stable 
prices. It is unfortunate that he docs not examine this assump- 
tion in detail, but, having made it, he is forced to conclude that 
the immediate danger is one of a rise in the value of the metal. 
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In that connection the question also arises as to how far a redis- 
tribution of the United States’ gold holding might servo to check 
a rise in the world value of gold. (In the marginal heading on 
p. 306, “ decline ” should read “ rise.”) In 1924, a United States 
Government Report stated : “ While the United States has more 
than half the total monetary gold in the world ... a return to 
the normal functioning of the gold standard throughout the 
world will make necessary a redistribution of its disproportionately 
large gold reserves.” And Dr. Sprague told the Royal Com- 
mission on Indian Currency and Finance that “ it certainly 
renders the world a little less dependent upon the vagaries of 
gold production that there is this large store of gold in the United 
States available in one way or another to support prices through- 
out the world at something like present levels.” There are, of 
course, those who doubt whether the amount of surplus gold 
which the United States would allow to be redistributed would 
have much real compensating effect unless the various central 
banks agreed to rationalise their gold holdings. 

D. T. Jack 

The University, 

St. Andrews. 

The Money Illusion. By Professor luyim Fisher. (London : 

George Allen and Unwin, Ltd. 1929. Pp. xvi + 245. 

Is. M.) 

In The Money Illusion Professor Irving Fisher resumes the task 
of advocating stable money with his accustomed cogency. The 
“ illusion ” is the common man’s tacit assumption that money is 
in fact a stable measuring rod, together with the large class of false 
propositions which may be deduced from that assumption. 
Professor Fisher seeks by the skilful use of example and analogy 
to dispel that illusion from the mind of the general reader. 

Having treated of first principles. Professor Fisher makes some 
comments on the present situation. Of recent American pros- 
perity ho writes that “ the cause which is probably the most 
important of all, that is, stable money since 1921 — approximately 
stable — has all but been overlooked.” He praises the work of the 
Federal Reserve Banks, but adds that “ such stabilisation as we 
have enjoyed during the last few years has been the result of an 
exceptional opportunity.” Remedies for instability ho divides 
into two classes — expedients which put off the solution, and 
solutions. The former are (i) the widespread and systematic 
adjustment of regulations prescribing the reserve ratios of central 
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banks, and (ii) international clearing. He gives three possible 
solutions : Professor Lehfeldt’s plan for controlling production, his 
own compensated dollar and the abandonment of gold. The dicho- 
tomy does not seem happy . Reserve regulation widely undertaken 
with international agreement might prove a solution, not a mere 
palliative, unless conditions of gold production became radically 
different, and in that case the Lehfeldt and Fisher schemes would 
also prove unavailing. The amount of international agreement 
implied by the operation of either of those schemes would be 
sufficient to secure fine adjustment in reserve regulations, and that 
adjustment alone should give stability. Public opinion, however, 
must needs become much better educated than it is at present 
before it would endorse the annual or quinquennial reduction by 
one point in the legal gold cover requirement of its central bank. 
Yet that is the kind of action implied. Consequently, Professor 
Fisher’s attempt to educate the public in this book is of very great 
value. 

R. F. Harrod 

Christ Church, 

Oxford. 

A Study of Interest Rates. By Karin Kock. No. 1, Stockholm 
Economic Studies. (London : P. S. King. 1929. Pp. 252. 
12.9. 6d.) 

The i)ublication of this book is an event of some importance, 
as it is No. 1 of a scries of studies to be produced by writers 
connected with the Department of Economics at Stockholm 
University. Miss Kock has prodiured a very competent jnece 
of work, and has set a high standard for the series. If future 
studies in it are to be as useful as this first one promises to be, 
wo hope that the publisher will see to it that a more durable 
binding is providccl. The design of the cover is very attractive, 
but the material has unfortunately been so skimped that the 
front cover already threatens to come away from the back of the 
book before it has found, what it most certainly deserves, a 
permanent place upon our shelves. One or two other details of 
this sort should bo mentioned. There is a misprint on p. 177, 
where the pegged London Commercial Bill rate for 1927 is given 
as 3i-V% instead of 4-\%. There is a sentence on p. 159 which 
appears to be mistranslated “ the area (to be sown) is not as a 
rule reduced, only the kind of produce ” ; and on p. 59 a table 
showing the percentage of total loans made at different rates of 
interest is worked out to the nearest ten-thousandth part of 1 %. 
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These small blemishes are worth attention because the form, 
the table of contents, bibliographies and charts are all that they 
ought to be in specialised studies of this character, but the absence 
of an index is not properly compensated by the analytical table 
of contents. 

Miss Kock tells us in her Foreword that “ the relations between 
different kinds of interest rates as they appear in the market first 
attracted her attention ” when she was working in the intelligence 
department of a Swedish bank, and that she was enabled jby 
travelling fellowships to make a study of the problem in London 
and elsewhere, and to discuss it with economists and bankc3rs. 
She represents an increasing number of writers wdio have carnied 
into the business world a training in scientific economics, ilind 
who are able in consequence to make available for the theoreti\cal 
economist a useful survey of practical details which are not usua|ly 
accessible to him. Among studies of this class her book will talke 
a high place, and it ought to be invaluable to [iny student (of 
interest rate problems because of the precise and lucid way An 
which important practical problems of borrowing and lendirig 
are dealt with. / 

Particularly interesting and suggestive are the chaptcirs 
which show the influence which the diflering organisations of th\o 
money markets in London, New York, and Stockholm have upoAi 
the availability of credits, and hence upon the relationship! 
between the prices paid for loans of different lengths of time. The 
analysis of those markets is certainly the strongest part of the 
work, and the appendices describing briefly their structure are 
useful, and well conceived and carried out. Within these limits 
the book certainly achieves its object, but it is a rlifferoiit object 
from that which is set out in the Foreword. Far wider theoretical 
considerations would have been included if the Foreword were to 
have been justified, and it would be possible to criticise the 
interest theory upon which the book has boon conceived. But 
Miss Kock knows her materials and her money markets ; and tliis 
book, written from a fresh point of view, provides one of the many 
needed bridges between Money Market Primers and books on the 
theory of Money and Banking, and it should be useful to those 
who are interested in the organisation of money markets as well 
as those who arc studying the theory of interest and capitalisation. 

N. F. Hall 


University College^ London. 
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The Mystery of the Trade Depression. By Frederic E. Hol- 
siNQER. (London : P. S. King & Son, Ltd. 1929. Pp. 
xxxix + 360. Is. H.) 

Mr. Holstnoer’s aim is to make every man and every 
woman an economist, though for the orthodox economist he has 
nothing but contempt. ‘‘ The capitalist system is reeking with 
intellectual dishonesty,” and economists arc cither too short- 
sighted or too prejudiced to understand what, by the simplest 
process of reasoning, Mr. Ilolsinger has discovered. The capit- 
alist is the villain of the piece, and his crime lies in saving, and in 
exporting capital goods, instead of making and selling goods of 
rapid consumption to his fellow-countrymen. The foreign trade 
of Great Britain, Mr. Holsinger reminds us, annually sliows a large 
excess of exports over imports ; what return does she get for the 
virtue that goes out of her ? None, since the excess of exports 
can only mean that capital is exported on credit. With the 
utmost generosity Great Britain forces loans on her Colonies and 
Dependencies, and even on foreign countries, while the masses of 
the people arc thereby robbed of the goods they sorely need. 
Some of the foreign loans turn out total losses, as, for examj)le, 
when Kussia and ISouth American Republics repudiated their 
obligations, ^\llerc the capital is not lost, goods should return 
to the creditor country in payment of interest, but as the debtor 
countries go on borrowing and some of them even raise fresh loans 
to })ay the interest on their previous debts, no return of any kind 
ever accrues to the lender. Only during the World War did 
Great Britain receive interest in the shape of goods from her 
debtors. 

Since we arc not after all a nation of lunatics, to what is this 
mania for exporting capital goods on credit to be ascribed? 
Obviously to the divergence between individual and national 
interests. The manufacturer must })roducc to keep his machinery 
running and he must sell. Since he refuses to pay adequate 
wages, his employees can neither afford to buy Iionie-made goods 
nor create an effective demand for the imports that might have 
come in in exchange for the exports. So the manufacturer sells 
abroad and is paid with the money which his foreign customer has 
borrowed on the London market. And the worker goes empty. 
It is true that increased production means increased employment, 
but since ex hypoihesi the additional goods go out of the country, 
a large number of employees are left to compete for the same 
quantity of goods, and the sole result is a rise of price level and 
diminished purchasing power. The view that increased pro- 
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duction benefits the worker is therefore a mere delusion. Nor can 
we expect any improvement under the existing order, since the 
ideal of the capitalist, backed up by the economist, is the expan- 
sion of production, which, to be successful, requires a fixed money 
wage and a rising price level : in short, the “ secret mulcting ” 
and “ wholesale robbery of the working classes.” 

The argument, despite endless repetitions and absurd flourishes 
and extravagances, is developed logically enough from its own 
peculiar assumptions, and is enlivened by abuse of every economist 
of note. The reader who has had the patience to go through with 
it, hopes to find at last some constructive proposal for the regenera- 
tion of society, if not the ushering in of the millennium. But the 
end is crude and meagre. A share for the workers in the owner- 
ship of industry is dismissed as a mirage. The workpeople can 
never acquire rights in existing undertakings because, apparently, 
the capitalist will not let them purchase shares. Despite the 
daily Stock Exchange quotations, Mr. Holsinger is convinced that 
the small investor cannot buy the stock of Public Utility Com- 
panies, or of commercial or industrial concerns. He is forced, 
especially in America, to purchase foreign securities of doubtful 
value, since Mr. Ford will never consent to 2 )art with a single share 
in his great Works. The fame of the recent issues has evidently 
not reached Mr. Holsinger, and Mr. Ford is a great worry to him, 
though on balance even Mr, Ford can be used as an argument 
against capitalism. 

Nor will taxation, to which Socialists look so hopefully as a 
means of securing a more equitable distribution of wealth, serve 
Mr. Holsinger’s purpose. For the capitalist always contrives to 
hand on the burden to the consumer. The Capital Levy is a 
“ financial chimacra ” and an “ economic delusion.” The only 
possible expedient is confiscation of all income and property 
above a given margin, but this margin is fixed quite astonishingly 
high : at £10,000 for income, £200,000 for income -bearing pro- 
perty and £20,000 for unproductive property. Only 9,353 
persons will be affected by the confiscation of income, and the 
rest can therefore breathe again. To deal with so small a number 
will be comparatively easy and the whole thing can be done by a 
transfer of shares, a mere paper transaction, which will involve 
the minimum of dislocation. No further heroic measures will be 
needed, for this redistribution of resources will prevent excessive 
saving, do away with “ frozen income,” and allow everything to 
settle comfortably in its place. In short, it will bring about that 
ideal state in which everyone will have, not according to his need. 
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which is the Communist fallacy, nor according to his labour, the 
Socialist prejudice, but according to his “ capacity to consume ** 
— ^whatever that may mean. The reader who is not wholly 
satisfied can look forward to more light, for Mr. Holsinger 
promises us at least four further volumes on similar lines, to solve 
any outstanding problems. 

H. Reynard 

The Co-operative Pattern in Cotton. By R. H. Montgomery. 

(Macmillan. Pp. 335. 10.?. 6d.) 

In this realistic study of the dynamics of marketing Dr. 
Montgomery much advances the knowledge of cotton growing 
and selling in the U.S.A., and, by making a detailed examination 
of the events which preceded and followed the setting up of the 
Texas Farm Bureau Cotton Association for the co-operative 
marketing of cotton in that State, crystallises the issues and 
problems which would be raised by any extension of co-operation 
designed to control production and manipulate prices. His 
general finding, baaed upon patient investigation and intimate 
association with the Texas experiment, is that the existing 
farmers’ co-operative selling organisations, usually limited to 
operation within one State, can justify themselves by the economics 
of large-scale enterprise which they bring in collection, ware- 
housing, financing, ginning and direct selling, but that the need 
for stabilised prices and rational control of output is so urgent 
that only a scheme covering the whole cotton belt can effectively 
deal with the farmers’ difficulties. 

The position of the cotton grower in the U.S.A. presents a 
social problem of some urgency and a theoretical question of 
great interest. On the human side tliere is the picture which the 
author presents of a wliolc miserable panorama of unpainted 
shacks, rain-gullied fields, straggling fences, rattle-trap Fords, 
dirt, poverty, disease, drudgery and monotony that stretches for 
a thousand miles across the cotton belt.” On the analytical side 
is the speculation of how far, and by w hat reorganisation, it will 
be possible to ensure a steady income for growers who produce a 
crop which is notoriously liable to unforeseeable iluctuations in 
demand and supply, and the inelasticity in the demand for which 
leads to violent fluctuations in the aggregate income of the 
farming community. The obstacles which lie in the way of 
improvement in the conditions of those who are so little inclined 
to help themselves appear almost insuperable, and the author does 
not belittle them. The cotton-growers are, on the whole, an 
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impoverished and ignorant class working by traditional methods 
on small-scale farms. In many cases they are bound hand and 
foot to merchants or local banks for the financing of their crop ; 
they know little of market conditions and have shown no natural 
inclination to co-operative effort such as that found in Denmark. 
Tn his first chapter Mr. Montgomery, using reports of the Depart- 
ment of Agriculture, shows that the local market for cotton lacks 
all the essentials of the perfect market. The same kind of cotton 
is sold at the same time in the same locality at different prices, 
and no adequate difference in price is found between low quality 
and high quality grades. Chapters two and three give a racy 
description of the clash between the immovable object of agri- 
cultural tradition and conservatism and the irresistible force of 
those methods of pro])aganda and crude public appeal in which 
the American business man excels. It is described how the 
original Sapiro plan for a unified co-operative organisation to 
control the output of the whole cotton belt gradually dwindled 
in the face of opposition and practical ditriculties to a limited 
scheme covering only about 5 per cent, of the Texas crop. 

The faithful account which is given of the events in 'J'exas 
throws great light u})on many of the queries that it is natural to 
address to this new^ development in producers’ associations for 
marketing control : — How is the financing of the annual croj) 
arranged ? What manner of control do the members exercise 
over the board of direction ? What degree of stability can such 
an association hope for? On the last of these questions Mr. 
Montgomery is particularly illuminating, for he shows that, 
although the Association binds its members by w^ritten contract 
and holds them by the representation which the individual 
member has in appointing tlie board of directors, yet it is forced 
to spend cacii a ear a larger proportion (in .1927 about one-third) 
of its overiiead charges in ‘‘ field service,” and it is seeking to 
identify its mem])ers more and more closely with it by extending 
its activities into ginning, seed provision and the financing of 
standing crops. 

It is one thing, however, to assert upon the strength of a 
careful inquiry that local associations for marketing can improve 
the financial standing of growers — either through the net social 
gain of large-scale handling or through a redistribution to the 
advantage of the grower of the total price obtained for cotton 
arising out of his increase in marketing strength. It is quite 
another to suggest that a unified plan for the control of the output 
and price of the whole of the cotton crop would be successful, 
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and Mr. Montgomery would probably be the first to admit that 
the recommendations which he puts forward in the final section 
of this volume are but the first words in an unexplored problem. 
He seems, indeed, to belittle the gigantic difficulties which would 
face such a scheme. At some of them he hints, as, for example, 
how it will be possible to maintain even a semblance of democratic 
control in a marketing organisation covering such a tremendous 
area as the cotton belt and dealing with so immense a crop. 
Many others he appears to neglect under what appears to the 
present writer to be the mistaken assumption that the problems 
which would face a unified co-operative marketing scheme “ are 
not new types of problems,'* but similar to those faced by industry 
in general, such as “ the packing, steel and petroleum industries.” 
The establishment of a democratically organised })lan for the 
control of the cotton supply appears to differ basically from the 
creation of an industrial combine. The former involves the 
control and absorption of many more separate units, and has a 
less certain control over annual supply than the latter. There 
arc obvious difficulties in imposing a policy of restriction of output 
upon thousands of growers which make it debatable whether it 
could ever be carried through, and the plan which is mentioned 
(p. 209) as adopted for milk supplies would hardly suit cotton 
marketing processes. The fundamental distinction, however, is 
that whereas the normal industrial combine is autocratically 
controlled, the marketing scheme for cotton would be a demo- 
cratically guided venture. The directors of a trust may have a 
sense of 2 )ublic ])olicy ; even if they lack this they can usuall}’ be 
expected to understand the reactions which follow upon attempts 
at monopolistic extortion. But is it to be expected, either on 
general grounds or from past experience, that the normal cotton 
grower whose views will ultimately control policy will have 
anything in his mind save the fixing of as high an immediate price 
as possible ? And is it socially desirable that the ultimate control 
of so important a staple ])rodu('t should be left to a body of growers 
who admittedly are ignorant, lackijig in vision and entirely 
misled uj)on the causes of tlieir j)resent condition ? 

It is nevertheless clear that the stage is set in the U.S.A. for 
some great experiments in co-operative marketing. The value 
of the present volume leads one to hope that Mr. Montgomery 
will regard this merely as an interim report and will give us later 
an equally able account of those experiments. 

John Jew^kes 
s s 


University of Manchester. 
No. 156. — voii. XXXIX. 
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The Economic Impact of Amerifyi. By the Hon. George Peel, 
author of The Financial Crisis of France, etc. (London : 
Macmillan. 1928. Pp. 331. 125. 6rf. net.) 

It is the impact of the United States on Great Britain and her 
prosperity that concerns Mr. Peel. His book is a brief and 
competent survey of the economic relations between the two 
countries since their political relation was broken, together with 
four chapters forecasting the future. In this sphere, where 
historians fear to tread, Mr. Peel is an optimist, but his optimism 
is base on solid ground ; and to an American reviewer, somewhat 
disheartened by the complaining atmosphere of post-war England, 
his robust note rings true to British character. “ The fundamental 
factor which has secured, and will alwa^’^s secure in the future, the 
economic fortune of Great Britain is America herself. The dis- 
covery and development of the American continent made the 
economic destiny of England.” This is Mr. Peers reasoned con- 
clusion. Yet, “ America will do us in ” is a cry three centuries 
old. In the seventeenth century the colonics were declared to be 
“ draining ” England of her population. In the eighteenth 
century it was assumed that America would be a menace to Great 
Britain unless under her political tutelage ; but the independent 
States proved better customers than the thirteen colonies. British 
capital was essential to the economic development of America; 
and the repudiated state debts were lost in the stream of profits 
and dividends that flowed back to England. American imports 
from Great Britain steadily increased, desjiite rising tariffs. The 
record year, in fact, came aftor the Fordney-McCumber Bill went 
into effect. In the present situation Mr. Peel secs very little to 
discourage the outlook for the future. New York has established 
a money market, but has not replaced London as the money 
market of the world, and is not likely to do so. Indeed, New' York 
is likely to lose ground, if agrarian jcalousj'’ tinkers with the 
Federal Reserve system, which at least is inferior to the British 
financial system. The peak of serious competition from the 
American merchant marine has probably passed. British manu- 
facturers may compete successfully with Americans even in thi? 
American market if, instead of emulating mass production, they 
concentrate on those “ quality products ” which gave the British 
goods their reputation in the past, and for which the demand 
increases with prosperity and civilisation. Mr. Peel admits that 
the war debts are a heavy handicap to England, but predicts that 
the United States will be brought by the force of events to recon- 
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sider that problem ; and ho reminds his readers of the immense 
services that America has already performed for the rehabilitation 
of Europe, in feeding the hungry with food, in providing capital 
for industry, and in helping the Bank of England to bring the 
pound to par. Another factor in our commercial relations that 
he does not mention is the immense American importation of raw 
materials from India, for which the United States sends a very 
trifling return in goods; this “ favourable balance ” of Mother 
India must go a considerable distance toward making her Britain’s 
best customer. 

Altogether Mr. Peel’s book is an excellent one, opening up to 
the general public a mass of material from the blue-books, and 
interpreting it with intelligence and humour. His short financial 
history of the United States is probably the best that has appeared 
in either country, and his delightful sketches of American states- 
men provide a useful relief from facts and statistics. He closes 
on a note of sturdy optimism : “ We must conclude that the place 
of Great Britain in world economics is notlcss.but more important, 
than formerly, and that her future will be even greater than her 
past.” S. E. Morison 

An Australian looks at America, Are War/es really higher ? By 

Hugh Grant Adam, Associate Editor, Theflerahi, Melbourne. 

(London : George Allen and Unwin, Ltd. Pp. 118. is. 6fZ.) 

Mass production is the bogy of this shrewd and observing 
Australian editor with Labour sympatliies. Entering .\merica 
at the Golden Gate instead of the Niirrows, he received his earliest 
impressions from the open-shop manufacturing towns of the Far 
West; and his impressions of American liberty and prosperity 
grew steadily worse as he moved eastward. After inspecting the 
mass-production factories of Chicago and Detroit, where ninety 
per cent, of the labour is classed as unskilled, Mr. Adam concludes 
that Australian labour is much better off respecting liberty and 
real wages than American labour in the nou-unionised plants. He 
is amazed at the timidity and lack of ambition of the mass- 
t>roduction workers — such as those in the Ford factory — and has 
shrewdly guessed that an important factor in it is the instalment 
system of buying, so that unemployment means the loss of the 
worker’s car, gramophone, and all his gadgets that make life 
worth living. Mr. Adam’s inspection, though far from superficial, 
was necessarily partial. He would probably have had a different 
story to relate had he begun with the garment trades in New York, 
where the union not only assumes factory discipline and influences 
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factory policy, but even brings unenterprising employers to book 
when their conservatism threatens to hurt the business. But he 
puts his finger on one factor in American prosperity often over- 
looked in England : the high competence of industrial manage- 
ment. Business administration, as management is generally 
called in America, has become a profession for which Harvard and 
other leading universities have special training schools. This 
process of professionalising management has brought about an 
almost complete divorce between management and ownership; 
so that it is now the professional manager who tells the President 
of the Board of Directors “ where he gets off.” No American 
manager would make the comiffaint so often licard in Australia 
by Mr. Adam, that his workmen were lazy, selfish and inefficient, 
for it would be a confession of his own incompetence ! 

Mr. Adam regards the mass-production workers in America as 
little better than slaves. Perhaps he is right; but the worst 
feature of this nco-slavcry is that the slaves like it. A vast 
number of them are recruited from the farms, and others from the 
artisan class. The fact is that the average man in America — and 
I suspect that the same is true of other English-speaking countries 
— docs not want an individual job that recjiiires thought. He mueli 
prefers to be a cog in the chain gang ” performing with endless 
repetition some simple task, provided that the pay is sufficient to 
meet his idcfis of a proper living. He does not want responsibility ; 
variety he gets at the movies, or in other recreation. Mr. Adam’s 
own exam[)le : the Scot machinist whom he interviewed, and w'ho 
preferred £6 a w eek for a simple. re])etitivo task in Chicago, to £4 a 
w^eek for being a handy man in Glasgow— is the human key to 
the system. 

Mr. Adam is astonished that America has not investigated the 
effect of this deadly, monotonous, re])etitive labour on the mental 
and physical health of the worker. }fis surprise seems naive : 
there must ahvays be some group or interest to start such an 
investigation. None of those directly interested w'ant it ; and the 
system has not been long enough in operation to produce luiman. 
wreckage, and therefore interest the philanthropists. 

S. E. Morisox 

Harvard University. 

Representative Industries in the United States. By H. T. WAit- 

SHOW. (Allen and Unwin. Pp. 702. 18.s.) 

This book is mainly concerned with technical developments 
in certain great industries — aluminium, chemicals, automobiles, 
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the metal industries, oil, rubber — as well as in construction and 
water-power. There is also a concise survey of methods of pro- 
cedure in American banking. The economist can, however, derive 
from it much incidental information regarding commodity 
markets, the influences acting on localisation, the relation of 
banking to special industries, the preparatory costs of establishing 
a market for new commodities, the control of output, and the 
representation of labour in the policies of great organisations. 
All the contributors write with the authority of specialists, and 
the volume is a valuable handbook for reference. 

D. H. Macoregor 


Les Lois des Rendements Non ProiiortioimeU. By M. Bye. (Paris : 

Kecueil Sircy. 1928. Pp. 553.) 

Tins is ail eiicyclopicdic volume for which anyone interested 
in the subjtxrt with which it deals may well he grateful. To bring 
together the views of a multitude of writers of many nationalities 
— the bibliography contains the titles of some 250 books and 
articles — and to present these views in systematic relationship is 
the meritorious task which M. Bye has performed. 'Fho volume 
is divided into three parts. The first part is concerned with the 
historical development of the conception of a law of decreasing 
returns in agriculture and with the treatment of the conception 
in the writings of the classical economists ; the second with the 
modern ef)nceptions of the laws of uon-proj)ortional returns and 
with some problems associated with them ; the third with the 
criticism of these laws and with tlie requisite conditions of their 
objective study. 

Perhaps no one who reads the volume will find it altogether 
satisfactory. T'hose who have givcui their allegiance to one or 
other of the interpretations of increasing and decreasing returns 
will proliably complain that the interpretations they favour have 
not been presented as forcibly as they might have been, while 
those who arc not thus committed may consider that, in some 
instances, the discussion of points of small importance is so long- 
drawn-out as to become tedious. Generally the method pursued 
by M. Bye is to give extracts from numerous writers, some of 
which seem to add little to the discussion. 

Probably, by many readers, the first part of the volume on the 
law of decreasing returns in agriculture will be found the most 
interesting. One of the best idiapters is that in which the views 
of the critics of this law, as M. Bye (assisted by Dr. Caiman) finds 
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it expressed in the writings of the English classicists, are brought 
together, and in which the distinction between the static and the 
dynamic conceptions begins definitely to emerge. The question 
left in one’s mind after reading this part of the volume is whether 
M. Bye has treated the classical writers with adequate justice. 
Is it not possible to find in Senior, in Mill, or even in Ricardo, 
passages which indicate that they were not so purblind to possible 
developments which would alter the outlook for the future as they 
are commonly supposed to have been? A treatment of the 
classicists in which more emphasis is laid upon their tentative 
strivings after a wider generalisation than the law of decreasing 
returns, and in which the word caution is sometimes substituted 
for pessimism, would not be altogether inappropriate. 

When M. Bye proceeds to the second part of his volume ho is 
prepared to abandon the law of decreasing returns as understood 
in the classical tradition. Evidently, to him, the correct setting 
of the laws of production is to be found in the law of proportion 
of factors. The laws of increasing and decreasing returns find 
their bases on this common ground; the law of proportion of 
factors is not necessarily more closely related to agriculture than 
to industry in general. In thus departing from the classical 
tradition M. Bye will presumably earn commendation and 
criticism. TJiose who sec in the die and medal illustration a 
primary law of returns will no doubt commend, while those who 
see in it only an accidental occurrence, or an indication of rank 
inefficiency in organisation, or, at best, only a secondary law, will 
criticise. Whatever may have been the defici(‘neics of the classical 
economists, they did not assume that the industrial organisers of 
their day were so unintelligent as to purchase a steam hammer to 
crack one nut when a toy hammer would serve the purpose. 
What they did assume, as those who follow in their tradition must 
assume, was that to meet an enlarged demand the required 
additional factors of production would be so combined, distributed, 
and applied, as to yield the largest return obtainable for the outlay 
at the time. That they generally believed that the result would 
De a decreased return was because of their doubt, especially when 
land was an important factor in the situation, whether the 
combination of factors required to meet the larger demand would 
be as good as the combination required to meet the smaller 
demand. Evidently in this combination a proportion is implied 
and, in this sense, it is possible to recognise that there is a definite 
relation between a proportion of factors and the operation of 
increasing and decreasing returns. 
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How far we are from the stage when the present-day theoretical 
conceptions of increasing and decreasing returns will become 
practical is well brought out in the third part of M. Bye's volume. 
Here, as elsewhere in the volume, the views of Professor Pigou 
occupy a large place, while, necessarily, the controversy of recent 
years, well known to the readers of this Journal, is summarised. 
On the questions at issue in the controversy, especially on those 
in which Professors Pigou, Sraffa, and the lamented Allyn Young 
are involved, M. Bye is not very penetrating. Apparently he is 
favourably impressed by Professor Sraffa’s contribution, notwith- 
standing the consideration that, if its reasoning were accepted, 
not only the conditions under which the laws of returns operate, 
as generally conceived by theoretical economists, but also the 
conditions which prevail in their own productive establishments, 
as generally conceived by practical industrialists, would have to 
undergo serious modification. On the other hand, t\m significance 
of Allyn Young’s contribution seems hardly to be given due weight. 

Frankly it must be admitted that few readers of this volume 
will feel satisfied with the progress which has been made in the 
study of the conceptions of increasing and d(*ereasing returns since 
these conceptions became recognised as pait of the data of 
economic theory. It is to be feared, indeed, that the dubious may 
again be impelled to ask themselves the questions whether the 
study has been furthered by the device of making the industry with 
its representative or equilibrium firm, the unit of study; by the 
sharp distinction whicli has been insisted upon between internal 
and external economies; and by the use of terms static and 
dynamic instead of the usually more appropriate terms for the 
economist which denote time. One sometimes wonders whether 
the suggestive address which Allyii Young delivered a year ago 
may not prove a more significant event than is yet realised. Who 
knows that it will not give an imjnilse to a wider trealmout of the 
laws of returns in which insistence is laid on tlie necessity of 
recognising that the major part of production consists of a chain 
of processes reaching back through various industries and trades 
to natural products and extending forward to consumers’ goods; 
that the forces which call into operation increasing returns are the 
forces which at the same time may call into operation decreasing 
returns; that in one part of the chain decreasing returns may 
operate but that in another they may be more than counteracted ; 
and that the returns may dilfer in any part from one time to 
another ? With the plea of M. Bye for an objective study of the 
laws of returns one cannot fail to have the fullest sympathy . In 
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the meantime it is apparent that there is ample scope for divergent 
views as to the exact meaning of the laws and the conditions of 
their operation. 

In closing M. Bye’s volume it is incumbent on a reviewer to 
mention the multitude of misprints it contains ; that, although 
it is a large volume to which one would like frequently to refer, 
it contains no index perhiips goes without sajung. 

G. W. Daniels 

The Rise of the House of Rothschild. By Count Corti. (London : 

Victor Gollancz, Ltd. 1928. Pp. 463. 255.) 

The object of Count Corti’s work is to appraise the influence 
of this remarkable family on the politics of the world. The 
story opens witli the birth of Meyer Amschel Rothschild in the 
Frankfort Ghetto in 1743. Meyer was left an orphan at the ago 
of twelve, and carried on the retail and money -changing business 
in which his father had already employed him. He also collected 
and sold rare coins and other antiques, and was ever on the look- 
out for fresh opportunities of profit. It happened that William, 
Crown Prince of Hesse and grandson of the King of England, 
made a hobby of collecting coins ; IMeyer Amschel succeeded in 
obtaining an introduction, and sold him some fine coins on very 
favourable terms. Luckily for Rothschild, his new patron had a 
mania for money-making, in comparison with which his coin- 
collecting was a mere bagatelle. William became, in fact, one 
of the wealthiest, as he was one of the meanest, mvn in Europe, 
and the universal moneylender of the Continent. Rothschild 
had a friend at court in Buderus von Carlshausen, an official of 
the Treasury and Keeper of the Prin(a‘’s jirivatc purse. Buderus 
recommended Meyer Amscliel to William for discounting and 
exchange business, and though the »lewish merchant had to 
wait a long time before the Prince’s suspicions were allaytid, he 
succeeded eventually in gaining William’s confidence and was 
entrusted with business that laid the foundation of his fortune. 
In 1800 Meyer Amschel was the tenth rich(',st Jew in Frankfort. 
But it was the French Revolution and the Napoleonic wars which 
gave the Rothschilds their opportunity. Every Government 
wanted money : there were loans to be raised, exchanges to bo 
negotiated, armies to be clothed and fed. Wherever there was 
business to be done, there were the Rothschilds with their offers 
and quotations. Meyer Amschel had married in 1770 and now 
had five sons, all of whom he had taken into the business at an 
early age. The Exchange business required trustworthy repre- 
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sentatives in various places. Meyer sent his third son Nathan to 
England to represent the firm and also to do business on his own 
account. The Rothschilds^ wealth had been increasing by leaps 
and bounds, and Nathan, who settled in Manchester, brought 
with him a capital of £20,000. He was the ablest and most enter- 
prising of all the sons, with a flair for profitable business which 
amounted to genius. He soon doubled and trebled his capital, 
moved to London, and thoroughly enjoyed his life of freedom and 
opportunity. His chief exploits were the smuggling of English 
goods through tlie blockade to the almost unlimited market 
provided for him by the family at Frankfort, and the transmitting 
of urgently required funds to Spain for the payment of the troops 
in the Peninsular War. The British method of financing Welling- 
ton had been incredibly clumsy and wasteful : Nathan succeeded 
in getting gold at comparatively small cost across the Channel to 
his brother who operated on the north coast of France, and thence 
by means of bills of exchange, ])assing through an intricate 
network of friendly Jewish firms, right through the heart of the 
enemy country to Wellington in the Peninsula. 

The Rothschilds’ financial conquest of Europe was achieved 
by a judicious selection of points of vantage on Ihe Continent. 
Meyer Amschel, who died in 1S12, had divided his business in 
equal shares between his five sons, with the strictest injunc- 
tion to work together for the common profit. His command 
was carried out to the letter : none of them ever criticised or 
questioned the others’ decisions or (‘omplained if a transaction 
turned out less profitable than had been anticipated. Nathan 
was already settled in England and dames in France; later 
Solomon settled in Vienna ami C^irl in Naples, while Amschel, the 
eldest, directed operations in Frankfort. Each contrived to 
make himself indis})ensable to his adopted country. Nathan 
through his connection with Herries, Fommissarv-in-rhief of the 
Army, was the first to succeed ; France was a more difficult 
proposition and Austria held out the longest, but eventually 
Solomon won the complete confideiu*e of the Chancellor. He 
was helped at every turn by Metternich’s secretary, von Gentz, 
who exploited the friendship of the financier for his personal 
advantage with cynical shainelessness. The brothers played 
into each others’ hands with the greatest adroitness, whether 
their res])ectiv^c countries were at peace with one another or not. 
The situation was often extremely dangerous, and the Rothschilds 
had the traditional respect of their race for their own skins, 
physical as well as financial. Nevertheless they triumphed 
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over all obstacles and came safely through all dangers. Their 
method was always the same : they saw every opportunity for 
profitable business long before anyone else and applied them- 
selves immediately, with tireless patience and industry, to 
securing it. Their capacity for ingratiating themselves with 
the people who could help them was as remarkable as their 
insight into the chances of lucrative business. At first they 
suffered endless rebuffs and disappointments, but they never 
failed to return to the charge. In the early days they phrased 
their petitions to prospective patrons with grovelling humility; 
later, when they had become princes of finance and had obtained 
the titles and honours which they asked for with so much per- 
tinacity, they still wrote the politest of letters, always protesting 
their complete disinterestedness and their desire for honour 
rather than profit. But the fact is that they never failed to give 
value and were always willing to initiate new business at a 
negligible profit or oven at a loss. Even as small men they had 
always been scrupulously accurate in all their dealings, prompt 
in their deliveries and strictly honourable in meeting their 
obligations. Competitors were elbowed quite ruthlessly out 
of the market, but their patrons never had cause to regret their 
business association. 

From their earliest days the Rothschilds prepared the way for 
their transactions by making friends and connections who would 
prove useful at every step. Buderus, the devoted servant of 
William of Hesse, the Grand Duke Dalberg, Mapoleon’s envoy, 
Herrics in England, Metternich, Count Stadion and von Gentz in 
Austria — these arc great names, but the smaller connections 
were legion. The Rothschilds knew too when and liow to render 
service to their friends. When Dalberg needed S0,()f)0 gulden to 
enable him to travel in state to the christening of Napoleon’s 
son in Paris, it was Meyer Amschel who came forward spontane- 
ously with an offer of funds w^hich the more cautious Frankfort 
bankers had refused to lend. It proved a very useful transaction. 
And wdien in 1809 the Frankfort home was searched by thi^ 
French police for the treasure which William of Hesse was 
suspected of concealing there, Meyer Arn.schel succeeded in saving 
his master’s property, gave away no information of any kind, 
and incidentally lent 300 thalers to the chief officer in charge of 
the proceedings. 

The influence of the Rothschilds in European politics between 
1818 and 1830 was colossal. Their private couriers covered the 
Continent and their private vessels brought their merchandise 
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overseas. No Finance Minister could move without them. 
When the freedom of the Jews at Frankfort was their price, 
Metternich paid it. Count Corti’s exposition of the tangled maze 
of financial operations and political intrigue is both lucid and 
interesting. The floating and underwriting of loans, the con- 
version of old issues to a lower rate of interest, the despatch of 
monies to far countries — these are the small-change of finance 
to-day. At the beginning of the nineteenth century they were 
marvels of organisation and enterprise. It does not appear that 
the power wielded by the Rothschild family made them unpopular 
on the Continent except with the competitors whom they super- 
seded. But in England their support of Mettcmich’s policy of 
reaction was much disliked and gave Nathan considerable anxiety. 
The volume ends with the French Revolution of 1830, and the 
Rothschilds’ frantic efforts to save their enormous holdings in 
the National Debts of all countries from depreciation. 

Count Corti tells his tale in a straightforward, restrained and 
impartial manner. The work is thoroughly well documented and 
the translation from the German is so good that it seems almost 
ungracious to mention that a ‘‘ Conversazions Lexicon ” is not a 
“ Conversational ” Encyclopjcdia. 

H. Reynard 


Economic History of Europe. Part II : hi Modern Times. By 
M. M. Knight, H. E. Barnes and F. Flugel. (George 
Allen and Unwin. 1929. I'p. vii -f 551. 15.y.) 

This book, written “ mainly for people who arc not pro- 
fessional historians,” is an excellent introduction to the study of 
Economics. The serious student will find here not only an 
interesting treatment of the economic systems of the leading 
European states, but something worth adding to his knowledge 
of the literature of the subject. It is gratifying, but somewhat 
unusual, to find such a generous amount of space devoted to 
economic thought in a work on economic history. Not until they 
have sketched, with considerable care, the general trend of events 
and ideas do the authors proceed to deal separately with England, 
France, Germany, South-eastern Europe and Russia. 

The figures of modern England, France and Germany stand 
out in agricultural, commercial and industrial settings against 
a background of pre-nine teenth-contury European expansion, in 
which “ tastes and customs underwent great changes with the 
introduction of vast quantities of new commodities. The 
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psychological factor of demand is as important as it is subtle in 
economic activity. The kinds and quantities of goods which 
people of various social classes feel themselves entitled to comes 
pretty close to being a fundamental clement in shaping the 
material structure, as well as the mental outlook, of a society.^* 
This theme is elaborated at some length in a vivid manner ; but 
the English reader will probably find it difficult to suppress a 
smile when the authors, waxing eloquent and enthusiastic about 
the numerous advances made in the realms of production and 
transportation since 1850, remind liim that the contrast “ grows 
more striking as we accompany the passengers (newly landed at 
Cherbourg) into their taxicabs in Paris and start off at a miraculous 
pace to cover more of the city in an hour than their grandfathers 
could have done in a day.” 

On the major problems the book is sound and commendably 
cautious. At the outset tlie authors push out of their way “ the 
older dramatic conception ” of the Industrial Revolution as a 
purely English transformation springing from a few mechanical 
inventions. Readers are warned “ that wo shoukl avoid any 
romantic dizziness about the immediate effects of an ‘ industrial 
revolution ’ beginning about 1750, 1760 or 1770 " ; and it is sug- 
gested that the factual background is inconsistent with attempts 
to treat the mechanical inventions as primanj causes. Moreover, 
a great deal of apparently “factual” information Tiinst ho 
accepted with reserve, since the old methods of gathering facts 
were crude, and the old commerce included an enormous smuggling 
trade. The over-dranuitisations ” and honest errors of earlier 
writers arc attributed, in the main, to under-estimation of develop- 
ments prior to 1 750 ; insufficient appreciation of factors other than 
the mechanisation of industrial processes at work between 17G0 
and 1840; and the assumption that new methods had reached 
predominance sooner than w'as actually the case. The difficulties 
experienced by the early inventors in getting their engines and 
machines made arc well brought out. Suitable materials, tools 
and skill were often sadly lacking; smith work was crude, and 
‘‘ little was known about bearings capable of working continuously 
at the speed and pressure required for s\ich parts as connecting 
rods. Lubrication was another vexing problem in the days bch)ri^ 
petroleum oils, specially adapted to heat and other peculiar 
conditions.” These and other details, although lacking in popular 
and dramatic appeal, deserve to be fitted into their proper place 
in the record. 

Minor defects appear in various places. It is a sound plan to 
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add “ suggestions for further reading at the end of each chapter ; 
but one notices with some surprise the omission of the work of 
Dr. Bucr on population; Dr. Hermann Levy, Dr. Fitzgerald and 
the Balfour Committee Rcjwts on combines; Dr. J. W. Hor- 
rock’s Short History of Mercantilism ; and Mr. Mitrany’s essay on 
“ Marx V, The Peasant ” in the Loyulon Essays in Economics, 
Again, some mention of the tontines might have been made when 
loans and lotteries were under discussion ; and in connection with 
the development of transportation, Trevithick, Hadley and 
Stephenson are dealt with, but no place is given to the emergence 
of the idea of a self-propelled road vehicle and the work of Mur- 
dock. In another place it seems a rather serious under-estimation 
of the influence of the early English Socialists during the period 
17S0-1840 to say that the “ real cradle of Socialism “ was rocked 
in France.” Coming to Chapter V, the reader finds that the 
treatment of agricultural wages in England stops short at the 
‘‘ industrial crisis of 1921-23,” so that the Agricultural Wages 
Boards under the Act of 1924 arc not in the picture. Finally, in 
dealing with workmen’s comp(uisation as we know it in England, 
the authors do not show that they have grasped the important 
])oint that since insurance is optional and small employers are 
much more prone to neglect to insure (especially where they are 
working at or near i\w inaT'gin) than largo ones, the workman is 
never certain that he is, in fact, covered by insurance against 
industrial accidents, iloreover, it. is likely that the unit cost of 
workmen's comppusation insurance in England at present is 
higher than it would be under a compulsory State scheme. 

It is very useful to have in the latter half of this book a con- 
nected account of post-war events in Europe, even if final judg- 
ment upon them must be reserved. The reader sees clearly 
sketched the effects of the loss of territory and shipping tonnage 
upon German economy ; and the emergence of the new industrial 
France born of the World War,” possessing nearly a quarter of the 
developed world supplies of iron ore, a gi-eatly augmented textile 
industry, more developed hydro-electric power than any other 
European nation, and greatly increas(*d, but still insufficient, coal 
resources. '' Other Western European countries ” (including 
Belgium), Central and South-eastern Europe and Russia arc not 
neglected, but less than one-fourth of the entire volume is devoted 
to them. Within these limits, however, this part seems to me to 
be very well done. 

The index is good; the maps are helpful; and the whole 
volume is offered at a reasonable price — which is more than can 
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be said of the majority of books which come from the United 
States into the English market. 

Alfred Plummer 

Buskin College, 

Oxford. 


Allgemeine Wirtschaftsgeschichte des Mittelaliers und der Neuzeit. 
By Josef Kulisciier, Professor an der Universitiit Lenin- 
grad. (Miinchen imd Berlin : R. Oldenbourg. 1928-9. 
Vol. I, pp. X + 351 ; Vol. IT, pp. xi + 553.) 

Professor Kulischer’s Oeneral Economic History, based on 
lectures delivered at the University of St. Petersburg, reached 
its seventh edition in 1926. A German translation has now 
been issued. Some sections have been specially rewritten. The 
whole w'ork has been thoroughly revised and brought up to date. 

It was well wortli translating. The stream of specialist 
monographs never ceases. Comprehensive accounts of economic 
history over long periods arc rare. Professor Kulischer has 
rendered a valuable service. He surveys the economic develo])- 
ment of Europe from the fall of the Roman Empire in the West 
to the closing years of the nineteenth century. His work rests 
on wide reading and thorough scholarship. Prominence is given 
to common features, typical cases. It makes significant those 
dreary masses of unco-ordinated facts which recent research has 
so diligently accumulated. Moreover, Professor Kulischer has 
not been content merely to describe economic policy or the 
economic effects of political and constitutional change. He has 
sought to w'rite a history of economic life. We learn much about 
food, drink, clothes, housing conditions, sanitary arrangements, 
ships, mining operations, commercial travellers, advertisements, 
industrial exhibitions, accountancy. 

The main is.sues in the various controversies, which have 
agitated German scholars, arc clearly stated — liow far inediscval 
economic development was continuous with that of the Roman 
Empire, the existence of an original equality among the small 
freeholders of the early German kingdoms, what significance 
should be attributed to the Carolingian period for the growth 
of great estates and manorial rights, the origin of the Gilds, the 
extent of mediaeval trade, the sources of early capital accumulation. 
In estimating the value of conflicting theories, Professor Kulischer 
is invariably cautious and conservative. The influence of the 
late G. von Below predominates. The very detailed lists of 
relevant monographs and articles appended to each chapter 
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and the additional references in the foot-notes deserve special 
commendation. 

The two volumes are divided into four books. The first, 
which has been completely rewritten since the last Russian 
edition, deals with the early Middle Ages. It is an adequate 
summary of the evidence available. Though less elaborate in 
treatment, it has the advantage of being far more readable than 
KOtschke’s study of the same period. Adherents of Dopsch 
and his disciple Klctler might hold that Professor Kulischer 
over-estimates the importance of “ Natiiralwirtschaft ” and 
neglects unduly commercial and credit developments before the 
tenth century. 

The period from the eleventh to the fifteenth century forms 
the subject of the second book. It is divided into four main 
sections— agriculture, industry, trade and money. Two criticisms 
of this book might be permitted. Germany receives more 
attention than is her due in a ‘‘ general ” econoinio history of the 
Middle Ages. Spain is barely mentioned. More extensive use 
might have been made of easily accessible authorities on Italian 
economic development [e.g. Davidsohn and Doren). France is 
shabbily treated. 

It is difficult to understand why Professor Kulischer should 
have adopted in his opening chapter Karl Biichcr’s terminology, 
with its implication that the ty])ical economic unit of the Middle 
Ages was the small, self-contained urban community, restricting 
its economic activities to the local market. Professor Kulischer’s 
subsequent chapters devoted to medieval trade and industry 
reveal exce])tions ” to Biicher’s theory, which arc so numerous 
and so significant as to constitute its complete refutation. 

Heinrich Bechtel has recently criticised . Naude s statement 
(adopted by Professor Kulischer, Vol. I. ]j. 255) that in perhaps 
95 per cent, of the inedian al towns there can be no question of 
any corn trade.” 

Professor Kulischer has collected some interesting statistics. 
The sections der.ling with the poinilation, the unequal distribution 
of income and the extent of trade in the Middle Ages should prove 
exceedingly useful. 

The first 400 pages of the second volume are devoted to the 
“ New Age ” ; the sixteenth to the eighteenth century. The 
emergence of production for distant markets as a normal f eatiire of 
economic organisation distinguishes this period from the Jfiddle 
Ages. Though the validity of tliis differentia might be questioned, 
there can bo nothing but praise for the way in which Professor 
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Kulischcr traces the complex evolution of seventeenth- and 
eighteenth-century commerce and finance — the foundations upon 
which was to be reared the imposing edifice of nineteenth-century 
industrialism. Ho emphasises the vast development and reveals 
the manifold ramifications of commercial capitalism before the 
middle of the eighteenth century. He draws in true perspective a 
picture of the gradual changes whicli culminated in the ‘‘ In- 
dustrial Ecvolution.” Ho brings out in full relief against an 
elaborately designed continental baclcground the specifically 
English contribution to the European economic system — and 
this all the more efiec lively because it is no pfirt of his intention. 
Professor Kulischcr thus su])plies a much-needed corrective 
to the naive accounts still to be found in English text-books. 
The description of industrial organisation in the “ New Ago ” is 
based upon an abundance of material drawn from the most 
varied sources. Particularly admirable is the chapter on the 
character of the Domestic System (Verlagssystem) in the several 
European countries ((\ 0). This cha])ter should be read in con- 
junction with Professor Kulischer's account of the industrial 
relations, the hours and conditions of labour, the rates of wages 
which prevailed before the coming of the Factory system 
(C. 13). It will not excuse the enormities which disgraced the 
early nineteenth century, but it may ena})le us to ])la(‘o them in 
^ their appropriate historical setting. 

Among the slips in this book : the word “ calico ” is not 
derived from f'alcutta (p. 169). Hie south-east of England does 
not lie between the English and the Bristol ('hannels (p. 160). 

The last book, which comprises only 120 pages, reviews the 
period 1789 — 1870. Perhaps considerations of space were 
responsible for the summary and inadeipiate treatment of the 
momentous changes which these years witnessed, and for the 
arbitrary delimitation of the period. 

The connection between the inventions and the ])rogrcss ('f 
physical science is clearly demonstrated. Moreover, Professoi* 
Kulischcr, following Reuleaux, emphasises the importance ot 
clock-making in the early stages of the Industrial Revolution. 
The distinctive feature of theyears 1789 —1870 Professor Kulischcr 
finds in the gradual pas.sing of economic leadership to capitalist 
undertakers. There are interesting sections dealing with tlu* 
economic development of Belgium and Switzerland. 

There arc many slips in this book, e.g, James Arkwright 
(p. 449), Darby is misspelt Derby, and the date of the Coalbrook- 
dale invention is wrong (p. 453). J. LEMBERGKa 

The University of Belfast. 
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Alderman Cockaijne\H Project and the Cloth Trade, The Commercial 
Policy of England in its main aspects, 1603-1625, By 
Astrid Friis. (Copenhagen : Tjcvin and Mnnksgaard. 
London: Oxford University Press. 1927. Pp. 511. 305.) 

Dr. Friis has made a most substantial and distinguished 
contribution to the economic history of the earlier seventeenth 
century. Her central theme is the story of an ill-fated project 
which convulsed the industry and trade of England during the 
years 1614-17. Round this text Dr. Friis has built up a vivid and 
authoritative account of the main factors governing the com- 
mercial policy of the x^criod ; her book must rank as one of the 
most noteworthy monographs on English economic history pub- 
lished within the last ten years. 

Cockayne’s project was designed to promote the dyeing and 
finishing of woollen cloth in England, for export to the Continent. 
Large quantities of English cloth were already being exjiorted to 
the Netherlands, but in the unfinisluHl state ; much of this cloth 
was being finished in the Netherlands for re-export at greatly 
enhanced prices. To many Englishmen there seemed no valid 
reason why English cloth should not be finished at home, and 
exported directly to the countries of final consumption. This 
would bring relief to great numbers of distressed artisan cloth- 
workers; it would also increase the value of the main English^., 
export and so h(d[) to keep the balance of trade favourable. Such 
ideas for the eneuurageinent of homo industries were by no means 
new in the seventeenth century ; but they were very ditiicult to 
put into practice. In the first place, it would be necessary to 
jiroliibit the? export of unliiiislied cloth; and this would certainly 
evoke the strenuous o])i)osilion of the Merchant Adv(mturers, who 
controlled the export trade in white cloth by virtue of legal 
privileges of long standing. Luider Elizabeth the financial ser- 
vices w hich the Merchant Adventurers rciideroil to the thrown had 
been sufficiently important to safeguard the position of the 
compan}’. James 1, however, had not such good reason to defend 
the j)rivileges of the Merchant Adventurers against the hostility 
of the other mercantile interests. Moreover, the growing financial 
embarrassment of the C^x)wn tempted tlames to play olf one body 
of merchants against another in a somewhat unscrupulous fashion, 
and to soil commercial privileges to the highest bidders. Ihe 
earlier financial expedients w hich.James adopted w ere not markedly 
successful, however, and in 1614 the King was faced with a 
position of both constitutional and financial crisis. It w'as in 
No. 156. — VOL. XXXIX. 



620 


THE ECONOMIC JOURNAL 


[dec. 


these circumstances that James was persuaded, against the feeling 
of his Privy Council, to adopt Cockayne’s clothworking scheme. 
Cockayne had already secured the support of many influential 
courtiers by means of lavish bribery; he proposed, furthermore, 
that the profits of the enterprise should be divided about equally 
between the Crown and the promoters. If the King would prohibit 
the export of all unfinished cloth, the promoters would undertake 
to finish all the cloth offered to them, and find a market for it. 

In accordance with this plan the export of unfinished cloth 
was prohibited in 1614; and when the Merchant Adventurers 
protested against this by formally suspcniling operations, the 
King in 1615 transferred their privileges to a new company of 
Merchant Adventurers under the governorship of Cockayne. It 
soon became apparent, however, that Cockayne’s project was fore- 
doomed to ignominious failure. The English dyers and cloth- 
workers could not possibly finish as much cloth as had hitherto 
been exj^orted in the white. Cockayne’s company could not find 
a market for even the small quantity of cloth that could Ix' 
finished in England, and found it increasingly dillicult to sell 
English cloth abroad in any condition. The Dutch, with great 
perversity, refused to acquiesce in (^jckayne’s scheme; they 
boycotted English cloth, whether finished or unfinished, and 
deliberately stimulated the weaving of cloth in the Netherlands. 
Cockayne’s original plan was soon modified so as to permit the 
exportation of white cloth, provided that a gradually increasing 
number of finished cloths should also be ('xported. But the, 
dislocation of English industry and trade was much too serious to 
be remedied by such a half-hearted compromise. ()pj)()sition to 
the new company of Merchant Adventurers grew rai)idly, csi)ecially 
since the promoters were continually demanding more favourable 
trading conditions from the Privy Council. tVjckaync continued 
to distribute money lavishly among the courtiers, and ga^ (^ a 
most magnificent banquet, at which James I and his son w<'r( 
presented with large sums of gold. The King was reluctant to 
believe that so generous a subject could have imperilled the credit 
of the Crown in an impracticable enteri)rise, tand knighted Aldei 
man Cockayne with the sword of the City. Eventually, howeveuv 
the failure of the scheme had to be recognised by the King, as 
it had already been recognised by the other interested 2 )a'rfk\s. 
In the summer of 1617 the new company was dissolved, and tJic 
old Merchant Adventurers were allowed to redeem their former 
privileges by paying a substantial ransom to the Crown. ^Ihe 
King made an unqualified recantation of his economic heresy; 
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nevertheless, the disastrous effects of the scheme continued for 
many years to prevent the complete recovery of the cloth trade. 

The bare outlines of this sorry story have long been known 
from the writings of Miss H. Durham, Professor G. Unwin and 
Professor W. R. Scott ; but Dr. Priis is the first to make a detailed 
analysis of the forces underlying the project. She has worked 
with great thoroughness among such varied manuscript sources as 
the State Papers (Domestic), Privy Council Registers, patent rolls, 
royal warrants, customs and port books. She is able (and only 
too willing) to correct all the previous writers on tlic subject, 
either on points of fact or on points of emphasis. A fonugn 
student, with an imperfect knowledge of the English language, 
must be very sure of her ground before she criticis(‘s distinguished 
historians so freely and caustically as Dr. Friis criticises Gardiner, 
Cunningham, Ashley and Unwin. Nc^vertheless, it must be 
admitted that many of her criticisms appear to lie well-founded; 
and some of her verbal violence may be due to the difliculties of 
translation. 

In Professor Unwin’s opinion, it was the ailisan clothworkers 
of London who were behind C()ekayn(‘‘s schenu'. From the 
clothworkers’ court books and other sources he showc'd that tlie 
artisans of the company wove actives in su])port of this and otlier 
similar schemes of the period ; if all English cloth was to lie dyed 
and finished before export, the' artisan cloth work('rs would oct- 
tainly be among the lirst to b(*nelit. From this point of view 
Cockayne might be regardt'd as a s])eeulative com])aiiy promoter 
of a type which was becoming increasingly eommon ; lie and his 
friends provided iinaneial baidviiig for tlie seJieme, and )io])cd to 
recoup thidr expenses from the profits of the monopoly which was 
to be establishetl. 

Dr. Friis cannot accept Unwin’s intt‘rpretation. because she 
cannot believe that the artisan clothworkers were inllueiitial 
enough to make liead against so jiowerful a company as the 
Merchant Adventurers. In lu'r viiwv Cockayne mnst be regarded 
not merely as a speculative company })romoter, but as representing 
the organised interests of the Eastland Company, of which he was 
governor. ’Ihc Eastland Merchants were not allowed to export 
unfinished cloth, but competed with the Dutch in exporting 
finished cloth to tJie Baltic regions. Jf tJie Dutch could be pre- 
vented from importing unfinished English cloth, both their 
finishing industries and their export trade w ould be handicapped ; 
and incidentally the Eastland Company would strengthen its 
position in the Baltic. Therefore the Eastland Merchants 

TT 2 



622 THE ECONOMIC JOURNAL [DEO. 

willingly used their financial strength for the promotion of 
Cockayne’s scheme, and were a controlling force in the new 
company of the King’s Merchant Adventurers. 

To this interpretation, however, it is possible to raise more 
than one objection. In the first place, the Eastland Merchants 
did not form any large proportion of the King’s Merchant Ad- 
venturers. Of the 221 original ordinary members of the new 
company more than one-third (85) seem to have been cloth- 
workers, drapers or retailers. ’J’he next largest group consisted 
of 63 merchants who had hitherto been members of the old 
company of Merchant Adventurers. Of the remainder, 33 were 
merchants trading to Mediterranean countries (Spain, Italy, 
Barbary and the Levant). Only 31 members w'erc Eastland 
merchants; and the rest of the membership was made up of 
interlopers, who had usually traded to the Netherlands. It is 
true that the Eastland Merchants achieved a disproportionately 
strong representation in the government of tlio new comj)any, 
perhaps through the personal inlluence of Cockayne ; nevertheless, 
only 7 of the 24 Assistants were Eastland Merchants, and an equal 
number were former Merchant Adventurers. In the second place, 
it may be noted that the Eastland Merchants, apart from Cockayne' 
himself, did not take any considerable sliaro in such trade as was 
carried on under the scheme. Out of 30,000 cloths exported 
during the first half of 1016, more than half (18,500) were exported 
by former members of the old company of Merchant Advcntui'ers. 
Alderman Cocka^mc and his son exported l,20t) cloths; the rest 
of the Eastland Merchants only exported about 1,000 cloths 
altogether. 

According to Ur. Friis, however, Cockayne and the Eastland 
Merchants were not particularly anxious that the elothworkiiig 
project should be a success; they had no great interest in lh(' 
promotion of the dyeing and finishing industries. All tlicy wanted 
was to break down the monopolistic privil(‘gcs of the old Merchanr 
Adventurers, and throw open to the otlicr great merchant coni 
panics the trade in both finished and unfinished eloth. “ Direct 
exportation to the countries where the cloth was used was 
Cockayne’s real object, wliatevcr the talk of promoting the dyeing 
and dressing industries.” On this point it may, perhaps, be 
suggested that Dr. Friis tends to become over-subtle, if 
Cockayne’s object was merely to break down the Merchant 
Adventurers’ monopoly, surely he might have got better value for 
his money by choosing some less hazardous and less costly method 
of attack ? 
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This mental reservation on a particular point of interpretation 
must not be regarded as an adverse comment on Dr. Friis’ work. 
The truth is that her standpoint is not necessarily in direct 
opposition to that of Unwin. Unwin stressed (perhaps unduly) 
the industrial forces behind the project; Dr. Friis stresses the 
commercial and financial aspects of the scheme. To some extent, 
therefore, their views are complementary; just as Dr. Friis’ 
account of the Merchant Adventurers in the early seventeentli 
century is complementary to Unwin’s account of tlie Merchant 
Adventurers under Elizabeth, which has been published 
posthumously since Dr. Friis’ work was written. 

Taken a.s a whole, Dr. Friis’ book merits unqualified praise for 
its sustained scholarship in a fh^Id wJiicli has not yet been ade- 
quately opened up to cultivation. English stiuhnts, rcllecting on 
the patient industry and disinterested scholarship which have 
entered into the writing of this exhaustive monograph, may well 
be spurred on “ to scorn delights and live laborious days ” in the 
tedious tasks of economic and historical research. 

AuTiiini Rkim'ord 

University of Majichester, 

The Punjab Peasant. By M. L. Dahlixg. (1 1. Milford. 1 Is. (V/.) 
The Land of the Five Rivers : an Economic History of the Punjab. 

By 11. K. Trevaskis. (Oxford University Press. l()ts\ (W.) 

In the first-mentioned book Mr. Darling has undertaken a 
close and searching analysis of the extent and causes of agri- 
cultural debt in the Punjab. In setting out the causes he gives a 
vivid picture of the life of the ]>easaiit, and the temptations find 
difficulties which lead or drive him into debt. Such an inquiry 
is the more valuable as few systematic investigations have been 
made into the root causes of the poverty of the Indian ])easantry. 
Its existence is proverbial, many reasons for it arc patent on the 
surface, but only wlicn adequate data have been collected and 
carefully sifted is it possible to estimate the proportion in which 
the various factors have contributed to bring about the economic 
situation. As Mr. Darling truly says, the conclusions on the 
subject have been usually based more upon general impressions 
than systematic inquir 3 \ 

In attacking the problem the author has divided the province 
into circles exhibiting marked geographic distinctions. Few 
parts of India present such diversity of conditions as the Punjab, 
with its arid districts in the w^est, and nourishing canal colonies, 
where, with ample security against drought, large and compact 
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holdings, the agriculturist should, if anywhere, be able to maintain 
himself in comfort. With such differences in environment the 
subject could be satisfactorily studied only in detail, but equally 
when the same causes are found to persist, they may be regarded 
as basic. As was to be expected, the burden of debt was found 
to be heaviest in the submontane districts, where the character- 
istic evils of the rural economy of India are most prominent, over- 
population, fragmentation’ and excessive subdivision of holdings, 
insecure agricultural conditions, and where, in addition, the most 
important tribe is improvident and prodigal in its expenditure 
on social ceremonies. At the other end of the scale come the 
canal colonies, where the debt is comparatively light and the 
standard of living high. Ihit there arc ominous signs in the older 
of these colonies that tin's fortunate state of affairs may not be 
long continued. As the author puts it, ‘‘ With an improvident 
and almost wholly illiterate peasantry, wealth is quickly dis- 
sipated, and what remains has to be divided among a larger 
population.’* There appear to be influences at work which, unless 
counteracted, may reduce these favoured areas to the level of 
less fortunate tracts. 

The problem of the small-holder in the East is, in fact, not a 
purely economic one ; it is closely intertwined with social customs 
and religious obligations. This is clearly illustrated by the 
example of Jaj)an, where a strong Government, with the hearty 
support of a thrifty and industrious people, has introduced many 
of the measures for the amelioration of the lot of the small- 
holder which India has only tentatively begun to adopt. A wide- 
spread system of rural co-operation flourishes, fragmented 
holdings have been largely consolidated, i)roduction has been 
increased by scientific methods of cultivation. But the impression 
left is that, in view of the alarming increase of population, these 
measures have brought temporary alleviation rather than solved 
the problem. As long as the perpetuation of the family remains 
a religious duty, and primitive customs, such as early marriage, 
encouraging a reckless increase in numbers, retain a firm hold 
on the people, so long will population tread on the heels of sub 
sistence. India perhaps may bo accounted fortunate in not 
having exhausted the economic remedies, and, if its peasantry 
are willing to adopt them, can look forward hopefully to the 
advantages reaped elsewhere. In the variety of the crops 
produced and their utilisation for commercial purposes there are 
wide possibilities of secondary occupations suitable for a rural 
population. 
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The subject of rural economics in India is one about which 
much is spoken, much taken for granted, but little known. Mr. 
Darling, by his careful collection of material relating to one part 
of the country, and his well-considered deductions from ascer- 
tained facts, has added greatly to the common knowledge. 

The second of these books, The Land of the Five Rivers^ is a 
fascinating history of the Punjab from remote to modern times. 
The Punjab has had an eventful past, since from its position it 
has had to bear the brunt of successive invasions from the north, 
each of which left its mark in the tribal or religious groupings 
of the population. The author describes the main features of the 
administrations set up by the conquering races and the religious 
movements which have served to mould the character of the 
people and determine tlie type of civilisation. Such an account 
is necessarily mainly historical, but it is very readable history. 
Its value lies in the fact that without a study of the background 
the existing situation cannot be properly understood, least of all 
by a Western people imbued wdth their own ideas of nationality. 
From an economic point of view', perhaps the most interesting 
chapters are those dealing with the disastrous effect on the 
peasantry of the introduction, with British rule, of the complex 
system of Knglish law and legal procedure, and the steps which 
the (Jovernment was forced to take to save them from expro- 
priation by the money-lending classes. The conception that 
laws w hich suit one race must necessarily suit another dies almost 
as liard as the cognate idea that the form of constitution suited 
to one race can ])C transplanted bodily to another with an entirely 
different historical past. The book is one wiiich can be strongly 
recommended to all interested in Indian problems. 

if. R. C. Hailey 

Dictionary of Ojficial War-time Organisation'^. By X. B. Dearle, 
M.A., D.Sc. (Oxford University Press. 192 S. l^p. 322. 
12.s‘. Or/.) 

The State Paper Oflice, once a familiar feature of St. James s 
Park, w’as dismantled in 18r>2 and its contents w ere made accessible 
at the Public Record Ofiice, an example followed gradually in 
the next fifty years by the archives of the Government depart- 
ments and tlieir satellites. The State paiiors of Tudor sovereigns 
had largely replaced dejiartinental records of the Court and 
Household of Norman and Plantagonet kings, while then, as 
now, these royal courts had their provincial sessions and registries. 

To some extent, therefore, the cult of archives and the cult of 
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“ dignities ” run parallel, and guides to the records would naturally 
enumerate the titles and offices of the clerks by whom they were 
compiled or kept. Indeed, lists and even establishments are 
preserved in ancient records as far back as the reign of Henry I. 

In the work under notice Dr. Dearie has not attempted to 
review either the original sources or the printed literature of the 
subject, being aware that these have been dealt with elsewhere, and 
also that the present compilation owed its inception and plan to 
war-time conditions of the Civil List. The inert mass of this 
venerable hierarchy was leavened b^*^ the spirit of patriotism until 
its new and urgent functions were redistributed among a multitude 
of democratic organisms, a nation in committees for counsel on a 
war that had ceased to be a spectre and become a familiar spirit in 
every household. 

A dictionary of administrative organisations was a new device 
of Western culture when a state of War was endcn\ic in post- 
mediseval Europe. In those days, therefore, such a Avork could 
not be regarded as having a special significance whether it were 
compiled in time of war or of peace. There are several well- 
known “ Dictionaries ” which purport to give the yeaiiv 
establishments of the English State do})artments from tlie 
Restoration onwards, and these have bc^en continued by Lists or 
Calendars or Almanacks that are still in use. At the same time 
the history of the mediceval departments of tlie State and of the 
post-modkeval Secretariat liave been dealt with in sov(‘ral scholarly 
works; while the devolution of our local institutions has been 
exhaustively described in the great work of the Webbs and is 
brought up to date in the Local Government Directory. 

Hitherto the defect of these official ])ictJonaries lias Iieen an 
insufficient use of the contcmiiorary arcliives, which, in fact, wc^re 
not always available. Even now it would be found necessary to 
supplement the State Papers and Departmental Pvccords from 
documents abstracted by earlier Ministers of State, while other 
difficulties are suggested from a perusal of the Reports of the 
latest Record Commission. The above works, however, refer to 
the Civil Service of this country before the War, and a glance at a 
Calendar or Almanack of the year 1918 will show the bewildering 
expansions of the Civil Service during the War. At the same 
time we are faced with a new difficulty, for although the term 
“ Official has been usually reserved for the service of the State, 
it has been used in modern times with increasing laxity, while even 
in earlier times it was not always possible to distinguish between 
official and unofficial agencies. 
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Dr. Dearie has alluded in his Preface to this curious but 
inevitable ditfioulty. He also remarks that it was not always 
possible to draw a sharp line, in point of date, between war-time 
and post-war official organisations, while it was found necessary to 
prolong the period of their inception to the year 1922. 

The plan of this work was governed to some extent by the 
exigencies of the War itself, which caused so many official tradi- 
tions or amenities, and even the constitutional relations of the 
several departments, to bo set aside in the interest of military, 
diplomatic or industrial efficiency. 

At the same time even such an obvious and often unintelligent 
method as an alphabetical and chronological arrangement can be 
reinforced by scholarly descriptions and cross-references, and in 
the^circumstances Dr. Dearie’s classification of his materials is not 
only expedient but logical. Incidentally too his careful survey of 
the proprietary archives of these official bodies, great and small, 
supplies much useful and recondite information concerning their 
war-time activities. Indeed this monograph will undoubtedly 
suggest many interesting subjects for further economic and social 
investigation, and it will also supply valuable materials for that 
purpose, not only in respect of central, but also of local administra- 
tion. This anticipation is justified by tlie reception of the 
published reports of the Royal Commission on Public Records 
and the unofficial report of the Local Records conference of 
1921, to which the enlightenment of public opinion on this question 
of national interest is largely due. 

Some actual or potential romances of national service during 
the period of the War, and after, w>ll bo revealed by the briefest 
examination of Dr. Dearie’s exhaustixe and masterly work. We 
may also, perhaps, gather that the archives of certain departments 
which were not directly concerned with the conduct of the War 
may continue to possess a practical value as well as a national 
interest. 

Naturally the departments cojiiiected with the Ministry of 
Agriculture and Fisheries and of the Board of Trade will be 
specially noticeable in this connection, though these and other 
departments of food siipjily and raw material were, for the time 
being, subordinated to the requirements of the AVar, expressed 
and demonstrated by the old Secretariats and Commissions and 
by the new ministries with their subordinate departments, and 
over all a War Cabinet. 

It may perhaps be useless to speculate on the possible value of 
the minutes of local “ Pig and Potato Clubs,” but at least they 
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might show that some action was taken for promoting co-operative 
production, while “ Agricultural Produce and Prices Committees ” 
could actually contemplate “ diminishing the disparity between 
prices charged to the producer and those charged to the consumer/’ 
It would perhaps be too much to expect that Dr. Dearie should 
have kept in touch with the devolution of the Archives of the War 
since 1918, and of the Reconstruction period since 1922; but it 
may bo hoped that these will be included in a new edition or in a 
Bulletin which, in some form or other, will be indispensable when 
the economic and social asjiccts of the World War are finally 
reviewed . Hubert Hall 



NOTES AND MEMORANDA 

Gold and British Capital in India 

Some of tho recent economic events in India connected with 
the balance of trade and tho imports of the precious metals are, 
from a currency viewpoint, of world importance. For India 
still imports year by year large amounts of gold, and to a less 
extent considerable quantities of silver for non-monotary purposes 
in settlement of her favourable balance of trade. 

In the tables below one lakh of rupees is the equivalent of 
£7500, and one crorc (ten million rupees) the equivalent of 
£750,000. In Indian finance one always thinks either in lakhs or 
crorcs. 


The Balance of Tragic 
(crores of rupees) 



1 re -war 
Average 

(11M)‘» in 
to 

101.3-14). 

War 

Average 

(1014-15 

to 

1018-10). 

Post-war 

Average 

(1010-20 

to 

1023 24). 

Last quin- 
quennial 
Average 
(1021-25 
to 

1028-29). 

Exports of Indian niorchandiso 





(private) .... 

f 210 

i 210 

■1 280 

1 342 

Rp-export.s of foreign rticr- 



i- 15 

+ 10 

chandiso (private) 

1 

8 

Imports of foreign inorchandisi* , 
(private) .... 

- 14(> 

- 148 

- 240 

- 230 

Balance of trade in tnerchandisr 




-f- 113 

(private) .... 

i -i- 

; 70 

i -i- 0- 

Balance oj transact ion a in treasure 
(private ♦) . . . i 

‘ 1 
1 

— .30 I 

- 11 

1 - 20 ! 

- 50 

-1- G3 

Total visible balance of trade . 

-r 42 1 

, i- G5 

2G 1 

Balanco of remit tances of funds 

! 

1 

1.. - 

1 

1 - G i 


through iiovorninent . 

- 42 ! 

Total visible balance of accounts 

0 

1 -1- 3r> 

j 

■P 22 


Note. — ( f ) == not oxport. 

( — ) not import. 

(*) oxcliiiIoH trnnsjiftions which ilo not enter into tho balance of 
trade. 

If the imports of gold and silver on private account are 
analysed year by year the following interesting results arc 
obtained : 
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Net Imports of Gold and Silver on Private Account. 


Year. 

Gold 

(ororosRa.). 

Silver 

(erorosRs.). 

Total 

(croresRs.). 

Total 

(£ million).^ 

Percentage 
of imports 
of gold 
to world 
production 
of gold. 

J 01 9 -20 . 

11 



11 

11 

14G 

1920-21 . 

- 9 

8 

- 1 

- 0-9 

~ no 

1921-22 . 

- 3 

15 

12 

8 

- 30 

1922-23 . 

41 

IS 

59 

40 

41-5 

1923-24 . 

29 

19 

48 

32 

260 

1924- 25 . 

74 

20 

94 

09 

00-6 

1925-20 . 

35 

17 

.52 

39 . 

.32- 1 

1920-27 . 

19 

20 

39 

30 

10-5 

1927-28 . 

IS 

u 

32 

24 

15-8 

1928-29 . 

1 

i 21 

1 

13 

34 

23 

18-3 

Average for 


I 



1 

last ton years 

23(> 

144 

38-0 1 

27-5 

1 220 


* Convertetl at the average rate of exeliango of tlio year. 
Noth. — (— ) -- not oxi^rt. 


It will bo seen that the net imports of gold in 1024-25 were 
more than two-thirds of the world’s gold ])roduetion in 1024, 
and the average of the ten years is more than one-lifth of the 
M'orld production during the decade. The average for the pre-war 
period 1900 10 to 1913 14 is 20 ])er cent., and for the war [)eriod 
1914-15 to 1918-19 0 per cent, of the world production. The 
year 1920-21, a tragic year in Indian exchange, wlien exchange 
on April 1 v as 2s. 4(1., and by the end of year - for exain])l(s on 
March 7 — it had fallen as low as Ls, 21(1. , can hardly bo used to 
refute the dictum that India is a sink of the precious metals. The 
large imports of gold and silver in 1922-23, 1923-24, and 1924 25 
were due to successive good Iharvests, to the high price of the 
commodities in which tlie agriculturist usually spends his su’*plus, 
especially piece-goods, and to the low price of gold. The Con- 
troller of Currency (Mr. H. Denning) well describes the causes 
thus : 

“ Agricultural prosperity consequent upon two successive 
good harvests was undoubtedly the main reason for the enormous 
absorption of gold, but there were otlicr influences at work of 
which the effect was far from negligible. The non-co-operation 
campaign, succeeded by a growth of communal antipathy, pro- 
duced a feeling of insecurity which increased the tendency of the 
public, naturally strong for generations, to invest their savings 
in bullion. This tendency was further increased by the high 
price of piece-goods, the consumption of which was considerably 
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restricted. Finally, the comparative cheapness of gold made it 
an attractive investment. The continuous appreciation of the 
rupee in terms of gold reduced the price in Bombay from Rs. 28- 
13 per tola on April 1, 1922, to Rs. 25 -2 per tola on March 31, 
1923, and at times during the year when exchange was excep- 
tionally strong the price was even lower. Possibly the hope that 
the price would again rise and facilitate a repetition of events of 
1920-21, when India made large profits by the sale at high prices 
of gold bought at low prices, had some influence, but wlicther this 
was the case or not, the low price of gold undoubtedly increased 
its popularity for hoarding purposes ’’ (Report for 1922-23). 

Among the middle classes the father of the bridegroom has to 
give the bride ornaments, the greater part of which is of gold. 
In Gujarat, for c.xample, a middle-class gentleman will give his 
daughter-in-law at marriage ornaments worth Rs. 600 to 1000, or 
often a year or a year and a half’s salary. In some villages of 
Gujarat and Kathiawar the value of these ornaments sometimes 
exceeds Rs. 2000. The father of tlie bride also gives his daughter 
for her own use ornaments of gold and silver worth Rs. 200 to 300. 
If a man saves, he will, in addition, buy gold bullion. In the case 
of lower castes, a man earning, say, Rs. 15 to 20 per mensem, will 
have gold and silver ornaments. My peon or messenger, earning 
Rs. 19 per mensem, has gokl ornaments worth Rs. 40 to 50 and 
silver ornaments worth Rs. GO to lOo. When his son marries he 
will have to give ornaments worth Rs. 100 to 150. My other peon, 
earning Rs. 1(5 per nn'iisem, who has also land, luis gold ornaments 
worth Rs. 500. When his son marries he will give his daughtcr- 
in-law', as is customary for a man in his position in the caste, 
12 tola.s of gold and 20 tolas of silver, costing more than Rs. 300. 
A high Political ()flicer in a largo IiKlian State, writing in July 
1923, told me that the ruler’s jnivate hoard in coin and bullion 
was more than Rs. 100,000,000, or 10 orun’s. 4’he ruler had his 
jcw'ellery valued privately on his accession, and its value w'as not 
less than R.s. 2000,000,000, or 200 erores. In a Rajputaiia State, 
apart from Rs. 30,000,000. or Rs. 3 erores, in coin ami bullion, 
there was at that time a ])rivate treasury containing Rs. 20,000,000 
or Rs. 2 erores. In addition, there w'as jewellery valued at 
Rs. 30,000,000, or Rs. 3 erores. In Baroda jewellery worth 
Rs. 20,000,000, or Rs. 2 erores, is on show' to the public, and it may 
be presumed that the jewellery not show'u is (piitc equal in value 
to that figure. TJicse are but instances. 

A very interesting result of the Iai‘ge imports of gold, both 
bullion and sovereigns, has been the return from circulation of 
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large amounts of rupees, which have been replaced by gold as a 
store of wealth. The following data give the statistics of rupee 
absorption and my estimates of rupee circulation. The method of 
estimating the circulation of rupees has been described elsewhere.^ 


Absorption crorcs. Rupee circulation crores. 



Absori)tion 

Rupee circulation 


crores. 

croros. 

1919-20 

-1- 20 

230 

1920-21 

- 26 

260 

1921-22 

- 10 

235 

1922-23 

- 10 

249 

1923-24 

-f 8 

248 

1924-25 

“h 4 

235 

1925-26 

- 8 

236 

1926-27 

- 20 

269 

1927-28 

- 4 

287 

1928-29 

1 - 3 

1 ¥ 


Note. — ( — ) return from cireulatioii. 

During tlic last live years there has been a return of no less 
then Ils. 31 crores, and during the last ten years Rs. 49 crores 
have returned to the Government, or an average per annum of a 
shade less than Rs. 5 crores. The average absorption each year 
during the war quinquennium (19l4-lo to 1918-19) was Rs. 22 
crorcs, a contrast with the last quinquennium, when the tide was 
the other \vay. Gold, in short, has re[)laeed rupees in hoards. 
This is inimical to the finances of the Government, since it means 
delay in the absorption of the unnecessary stock of rupees. On 
the ground of economy the Government should not hoard. The 
Finance Department has since June 1927 been selling silver with 
the secrecy and discretion necessary in a sensitive market, 
although, strictly speaking, all the recommendations of the Hilton 
Young Commission were dependent on the formation of a Central 
Bank. The programme which the Commission laid down for the 
reduction of silver stocks ^ dated from tiie institution of a Central 
Bank, but the Government, considering such a bank ultimately 
desirable, thought it appropriate to carry out in advance this 
recommendation. The stock of silver in the Res(;rves at the date 
which the Commission fixed as the basis of the Report — April 
30, 1926 — was 85 crorcs of rupees. On August 22, 1929, it was 

^ Vide my Indian Finance and Banking (Macmillan & Co.) ; rf. tho Momorand- 
um of Sir A. C. MeWattors, Financial SocTotary to tho Government of India, 
Royal Commission on Indian Finance and Ranking, 1926, Vol. II., appendices, 

p. 73. 

* Paras. 78 and 145 of tho Report, 
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1 10 J crores of rupees. The outstanding notes on both dates were 
approximately the same : 185 crores and 185*9 crores respectively. 
With the exception of one lot of 9,000,000 ounces of fine silver 
for delivery in India, all the remaining sales made up to September 
4 were of unrefined silver, not acceptable on the Indian market. 
The proceeds of the sales of silver have been utilised in purchasing 
gold or gold securities, mainly the latter. 

Although in recent years there has been a large capital expen- 
diture, especially on railways, comparatively little was obtained 
from loans in India or in London. Thus in the quinquennium 
1923-14 to 1927-28 the programme of capital expenditure in 
India was Rs. 120 crores, of which Rs. 09 crores were on railways, 
Ils. 12 crores for other capital works, and Rs. 39 crores advances 
to Provincial Loans Fund. In London the capital expenditure 
was £49j millions, of whicli £4SJ millions were for railways and 
million for other capital works. All this was financed with the 
addition of only Rs. 12 crores and £13 millions to the Public Debt. 
The remainder of the expenditure was from the following sources : 
Post office Cash Certificates and Post office Savings Bank 
deposits, Rs. 37 crores; other Savings Bank de])osits, Rs. 9J 
crores, Depreciation and lleserve Funds, Rs. 251 crores; pro- 
vision for reduction or avoidance of debt, Rs. 22 J crores; reduc- 
tion in open cash balance in India, Rs. KiJ crores; Revenue 
surjduses (including those in the Revenue Reserve Fund), Rs. 12 
crores; Provident Fund balances from railways, Rs. 9 crores; 
gain by exchange, Rs. 7[ crores, and iniscellaneoiis appropria- 
tions from revenue, Rs. 3 crores. Froin the total of these items 
— Rs. 152J crores - tlio balance of Rs. 108 crores was found. The 
balance of sterling (£361 millions) was from the surplus of Rs. 44| 
crores (Rs. 1522- — Rs. los) supplemented by a reduction of 
£4} millions in tlie sterling balances. “ 4'hese results,” said Sir 
George Schuster, “ indicate a remarkable achiin-emeiit and a very 
great strengthening of the intrinsic j)osition of the country and the 
security which it can oifer for future loans. The provision which 
has been made from revenue, and even the utilisation of the 
Railway Reserve and Depreciation Funds, represent a process 
which, to use a commercial expression, amounts to the ‘ putting 
back of surplus earnings into the business,’ which is the process 
by which most sound and [)ros})erous undertakings are built up. 
It will not, however, be possible to rely to the same extent on 
tlicse resources to supj)lement borrowings in the future. Govern- 
ment balances have been reduced to the lowest level, cash 
certificates sales have been diminishing, and budget surpluses 
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cannot be counted on in the future to the same degree. In a 
letter dated September 3 to the Indian Merchants Chamber, Sir 
George Schuster said that during the last few years the Govern- 
ment had committed itself to very heavy expenditure on railway 
construction and for the purchase of railways, but “ had not made 
completely adequate provision for raising permanent funds to 
meet that expenditure.” In order to prevent any strain on 
India’s credit (for credit is a very delicate piece of furniture, the 
cobwebs of which cannot be brushed away with a Turk’s head 
mop), he is controlling rigidly such expenditure. It is sometimes 
forgotten that there are so many competitors for capital in the 
London Stock market, and the issues tliat can be permitted are 
therefore limited. India, which has a privileged position in the 
market, has, like Australia, Japan, South America, and all other 
countries seeking capital, to borrow cautiously and with self- 
control. The total interest bearing obligations of the Indian 
Government on March 31, 1929, was Rs. 1074 crores, of which 
Rs. 604 crores were in India and Rs. 470 (the equivalent of £3.73 
millions at l5. 6d, per rupee) in England. The productive assets 
L‘ld against these obligations were estimated at no less a figure 
than lis. 873 crores, of whudi the capital advanced to railways 
was Rs. 699 crores. If to Rs. 873 crores are added cash bullion 
and securities held on Treasury account amounting to Rs. 31 
crores, this leaves only Rs. 170 crores of unproductive debt. 
This is a contrast with the position of most other countries of 
industrial importance. Gi^rmany, for example, is do|)endent to a 
very large extent on foreign capital. At the end of duly last it 
has been estimated that 40 per cent, of the total dejmsits of the 
2 ^rincipal banks were held by foreigners. 

No one who has examined the external borrowings of India in 
the last twenty-five years can deny the care and skill that have 
been shown in the speeding uj) of India’s internal development by 
capital raised abroad. Much credit must bo given to a series of 
able Finance Ministers, and above all to that resourceful, prudom , 
and efficient public servant, the late Sir Lionel Abrahams of the 
India Office. The Report of the Committee apj)ointed “ to con- 
sider the question of the flow of eai)ital into India from external 
sources ” laid it dowm that as a general princi 2 )le the inflow of 
external ca])ital is not only unobjectionable in itself, but is a 
valuable factor in assisting the economic development of a country 
and in increasing its wealth and employment. They also 
held that it is even more advantageous that requirements for 
new capital should be supi)lied from internal sources so far as 
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internal capital is forthcoming. In the case of Government and 
quasi-Govemment loans, the rate of interest should not be the 
sole consideration in placing such loans, and, other things being 
equal, preference should be granted to the Indian investor. The 
Committee consisted of the Finance Minister, the Commerce 
Minister, and seven non-officials, tlircc elected by the Council of 
State and four by the Legislative Assembly. 

To mobilise the precious metals for productive purposes, and 
to ensure thereby the great expansion of capital investment, four 
things will be necessary. In the first place, education, especially 
primary education, must be far more widespread and accessible. 
Secondly, a co-ordinated system of banking must be effectively 
introduced,, after tlie exhaustive inquiry now being undertaken 
into banking and credit facilities has been completed. Thirdly, 
a continuous All-India investment movement similar to the 
savings movements in other countries will have to bo undertaken 
in the half-million villages and towns in British India and, if 
j)racticable, in the 188,000 villages and towns in Indian States. 
The movement must be a living and growing one. Fourthly, 
organised effort must bo undertaken to soothe communal and 
racial antipathies and to alleviate unrest of every kind. In all 
these the Government have to do much. In fact, the responsi- 
bility as well as the initititive will be theirs. In a countr}^ like 
India the strong pow'er of Government is recjuired to bring about 
(u^onomic advancement, and non-official support wall be required 
at every turn. It is evident that co-operation on the official side 
rests on a recognition of Indian opinion; on the non-official side 
on a recognition that the (government have only one end in view — 
the. well -being and progress of the country. Things are moving 
quickly in India to-day. If an Act to prevent child marriage 
has ])een recaaitly jilaced on the statute book, in spite of rigidity 
of custom in some quarters, there is no reason why tlie accaimula- 
tion of gold and silver, next to that in the richest country of 
the world, the United States, should bo any longer permitted 
to lie sterile. A special appeal for united action is vitally 
necessary, in sj)ite of ]x:)vcrty in teachers, our ignorance of wdiat 
we should do, our social fabric, and our internecine quarrels. In 
education it seems as if we were committed to a complete over- 
hauling of 2)olicy. The written w'ord is shut out from nine-tenths 
of tho population, as onlv 8*2 per cent, were literate at the last 
(Census, and the test of literacy is the ability to read or wTite a 
letter or post-card in any language. Of 163 million males in 
British India, 143 millions w'cro illiterate, and of 154 million 
No. 166. — VOL. XXXIX. 
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females no less than 151 millions were illiterate. Only 2*5 millions 
out of 318 millions were literate in English. A nation cannot be 
on a level for long above the level of its women. Should it rise 
under the stimulus of a great moral idea (for example, Islam in 
Arabia) to a Jugher ])lane of thought and life, it cannot long 
maintain itself on that plane unless its w'omeii rise to it and kindle 
similar ideas in the young minds of succeeding generations. With 
education wo shall, in Huxley’s words, ask all institutions, 
however venerable, by what right they exist, and whether they 
are, or are not, in harmony with the real or supposed wants of 
mankind.” 

G. Findlay Suirkas 

Gujarat College, 

The TJ Diversify of Bombay. 

THE MONETARY THEORY OF THE TRADE CYCLE 

Professor Pigod’s article under this heading in the Economic, 
Journal for June is primarily a criticism of my contention that 
the trade cycle is a purely monetary phenomenon. It also 
includes a discussion of the question of the efficacy of Govern- 
ment expenditure as a cure for uncmjdoyment. The two subjects, 
though they have common ground, are distinct, and I will begin 
with the former. 

Professor Pigou starts his argument by putting forward a 
thesis which, he says, ‘‘ is wliat Mr. Hawtrey seems to hanker 
after, and certainly is what he ought to maintain if his statement 
about ‘ a purely monetary phenomenon ’ is to bo justified.” 
According to this thesis, if the uns])cnt margin (the “ sum total 
of monetary purchasing power ”) and the circuit velocity of 
money remain constant, then the consumers’ income and outlay 
remain constant, and “if in these conditions no disturbances are 
initiated on the side of production the price level must remain 
constant, and so also . . . must the wages bill and the volume 
of employment.” It follows that provided the unspent margin 
be kept constant, the trade cycle will totally disa]q)ear. 

Had Professor Pigou confined himself to saying that provided 
the consumers’ income and consumers’ outlay be kept constant, 
the trade cycle will totally disappear, he would have come very 
close to one of the principal ])ropositions of the monetary theory 
of the cycle. It is clear that if the consumers’ income and con- 
sumers’ outlay remain constant, the trade cycle, as wo know it, 
cannot occur, because, under those conditions, production and 
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th© prico lovol CRimot (except momoTitiirily) vary siiniiltanoously 
in the same direction. 

Why does he add the further (;ondiiion that tlic unspent 
margin and velocity remain constant ? Do(^s he mean to i)nply 
that only changes in the imsj)cnt margin can be (hi.sciib(!(l as 
“ monetary ” and that changes in velocity cannot ? Obviously 
not. Ho himself follows general usage in classing changers in 
velocity under the head of monetary causes. Why then does ho 
think that the monetary theory of the cycle j)rosnpposes that 
velocity “ is in its nature constant ” ? As lie says, I recognise 
“ in more than one passage . . . that the consumers’ outlay may 
be modified, not merely by an alteration in the volume of bank 
credit, but also by an alteration in the velocity of monetary 
circulation brought about independently of the volume of bank 
credit.” He might have multiplied the references aiipendcfl to 
this statement, and I may jioint out that in one passage I attached 
to the phrase, ‘‘ credit and monetary causes,” the express state- 
ment that “ ehang(‘s in velocity may lie as important as credit 
movements ” (p. 167). Professor Pigou quotes ]>. 110 of my book 
as implying that, though velocity may vary, “ it will only do so 
ill exceptional circumstances.” But tlu‘ passage he quotes does 
not say that velocity will only vary in exceptional circumstances, 
blit that it is only in cxee|)ti()nal circumstan(*es that Government 
expenditure on ])ublie works will itself liring about an increase in 
velocity. 

In the comduding ])art of the article (pp. 192-4), Professor 
Pigou comes closer to the point. As he says, according to the 
monetary theory, “ the rhythm ihrough which the volume of 
credit moves, and on which the associated movement of industrial 
activity direidly diqiends, is a rliythm inherent in tlie structure 
of the banking and credit organisation. It is tlius indepeiulent 
of the play of non-moiietary circumstances, whether variations 
in the temper of business men, (h)vernment policy or anything 
else whatever.” 

He contrasts his rigid statement of the case in these words 
with my own statmnent that, “ if the monetary theory of the 
tivido cycle traces the jxTiod to the I’ato of jirogress of credit 
movements in their eireei iijion the gold reserves, that does not 
mean that this rate of ])rogress is not itself atlected by non- 
m onetary causes . ’ ’ 

By way of reconciling the two I may point out that non- 
monetary circumstances, whether variations in the temper of 

business men, Govornment policy or anything else whatever 

II c 2 
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may themselves affect the monetary situation. According to the 
monetary theory of the trade cycle, their effect on the progress 
of the cycle is limited to their effect on the monetary situation. 

Professor Pigou jumps to the conclusion that there is no con- 
siderable difference between this and the orthodox view, according 
to which, “ when an upward movement begins, the rate at which 
the volume of credit expands is greater or loss according as busi- 
ness men and (or) the Government are more or less keen to borrow 
money to extend their enterprises. The keener they are, the more 
quickly the moment arrives at which the banking system must 
take action to protect its reserves.” 

Here he seems implicitly to concede that the non-monetary 
causes work through their influence on the creation of credit. 
Instead of sa3dng, as at the beginning of his article (p. 183) that 
“ the credit movements and the price movements, which accom- 
pany and are in part due to them, are an important factor in 
accentuating the range of the associated industrial fluctuations,” 
he says at the end that “ non-monetary’ factors modify the cjtIc.” 

What, it may bo asked, is the difference ? My answer is that, 
in the first })lace, the non-monetary causes only modify tlio cyclic 
through their effect on the monetary situation. And as the banks 
seek constantly to counteract their effects in this direction, tluur 
influence on tlic rate of progress of the c^^clo is of a subsidiary 
character, arising mainly from miscalculations on the part of the 
banks. 1 

In tho second place, I hold not merely that “ if credit policy 
were so controlled as to keep tho general price level substantially 
stable, the magnitude of these industrial fluctuations would . . . 
bo reduced in an important degree ” (p. 183), but that the cycliro! 
fluctuations would 1)0 eliminated altogether. Tho causal chaiit 
by which optimism and pessimism and other non-monetary caus( s 
influence general productive activity would bo decisively severed. 

Thirdly, I wouhl say that if tho regulation of credit; 
neither dominated by tho gold reserve position, nor based uc 
stabilisation of the price level, but were so managed as to give 
free play to the influence of non-monetary causes on productiv'<^ 
activity (an hypothesis not easy to formulate with precision), 
then the consequent variations of productive activity would he 
entirely irregular with no more trac;o of periodicity than tlu^ 
alternations of red and black or odd and oven. The caxiscs arc 
such that their effects might bo felt for several days, weeks or 

^ I ought to add that non-monetary causes affecting tho balonco of payments 
may materially modify the progress of the cycle in any particular country. 
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months, and possibly in oxcoptional cases for years, but the effects 
of one might be modified or counteracted by the intrusion of 
another at any moment. Also there would be no necessary corre- 
spondence between the tendencies to productive ac.tivity or the 
reverse in any one locality or country and those in any other. 

Professor Pigou finds fault with my use of the term 
“ periodicity,*’ because “ a true periodic phenomenon is one 
whose recurrences are separated by a precise and constant time 
interval.** ''Any disturbance,'^ he says, “ wliich embraces an 
upward and downward movement spread over a finite interval 
of time can be depicted as a wave ; and if periodicity is compatible 
with variations in the heiglit, length, and inter-relations of 
successive waves, any scries of such disturbances can claim to be 
periodic.’* He thinks it “ very unfortunate ” that I have 
“ provided no definition ” as to the degree of regularity con- 
stituting “ periodicity.” 

I confess I do not see the point of this criticism. Tlie 
periodicity that has to be explained in the case of the trade cycle 
is the periodicity which does actually occur. It is that which 
Professor Pigou calls (Industrial Fluctuations, Second Edition, 
p. 18) “ the curious wavc-like movement which industrial activity 
in modern industrial communities everywhere undergoes.” He 
offers (and quite rightly) a description of the facts and not a 
definition. 

Professor Pigou has endeavouretl. in the concluding chapter 
of Part I of his book, to find in the various noii-monctary causes 
traces of a tendency to periodicity. My grounds for differing 
from him arc given on pp. Kir) 172 of Trade and Credit. 

I would sum up the monetary theory of the trade cycle in tlic 
following propositions : 

(1) Non-monetary causes do not alfect general productive 

activity (as distinguished from the activity of the 
particular iiulustries immediately aflcctcd) except 
through their monetary effects ; 

(2) The monetary effects of these causes, in so far as they 

clash wdth credit i)olicy, are systematically counter- 
acted by the banks ; 

(3) If credit policy were based on stabilisation of the price 

level (suitably mterpreted) instead of on gold reserves, 
cyclical fluctuations could be eliminated altogether ; 

(4) The non-monetary causes luive no tendency to periodicity. 

Professor Pigou, while recording his dissent from some but not 
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all of these propositions, leaves them untouched so far as argument 
is concerned. He may have very good arguments in reserve, but, 
till he has produced them, he is not entitled to say that my thesis 
that the trade cycle is a purely monetary phenomenon, is “deprived 
of all significant content ” or “ left unsupported in the air,“ 
tlirough my acceptance of the view that non-monetary factors 
modify the cycle. 

There remains the other part of Professor Pigou’s article, 
his defence of the cfticacy of Government expenditure as a cure for 
unemployment. He reverts (p. 186) to the question of velocity. 
“ Suppose,” he says, “ that instead of spending £100 in buying 
food and clotlies for my personal consumption, I use the £100 to 
engage painters and plasterers, hitherto unemployed, to repair 
my house, these ])aintcrs and plasterers using the money to buy 
the food and clothes that I forgo. In that event certain money 
units, that would otlierwise have become income and outlay during 
a year n times, now become income and outlay (n -f* 1) times. 
That is to say, V is increased.” 

Velocity is increased, provided the painters and ])lasterers kecj) 
none of their money in hand in balances ! That condition only has 
to bo stated to be rejected. No ground is i)ut forward eithi‘r for 
supposing that the newly employed worknuai will not absorb 
cash in the norma! way, or for supposing that he wlio pays for 
their employment keeps for that reason any less cash in hand. 

The main part of Prob'ssor Pigou's argument on this matter 
is embodied in the hy|)othctical illustration explained on pp. 
iSS-ini of Ins article. Wheat is assumed to be the sole medium 
of payment of w age's, which are fixed at a bushel a week. There 
are ten million work jjcople, nine million of wdiom are employed, 
receiving nine million bushels a week, and a million unemployed, 

supported by j of a million bushels a week, raised by the (ioveni 

ment from non- wage-earners. Sui)poso the Government rai.>»‘. 
an additional amount of wheat, so as to spend K bushels of whr’n' 
a w eek on works of development. It employes R workmen. Bin 
the people from wdiom the wheat is taken will not be able to ernplo , 
so many men as before. 

Sup|)ose that after allowing for this the net number brought 
into employment is .r. Since they w'ould iuive cost bushels a 
week if unemployed, the net amount to be raised and therefore 
taken away from non- wage-earners, is ^ ^ bushels. Professor 
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1 X 

Pigou assumes that if - of the It - bushels “ would have been 
c tl 

invested in setting labour to work in making capital (i.e., non- 
consumption) goods,” then the ninnber driven out of employment 

would 

I am quite unable to sec any founrlation whatever for this 
assumption. It may be inferred from Professor Pigou’s treatment 

of the subject elsewliere that a part of the R — Inishcls would 

not have ])ccn invested in s(dting labour to work at all [i.e., that 
which would have been coiisumed by the capitalists or lield in 
store). But why is it assumed that the part which would Jiavc 
boon invested in setting labour to work in making consumption 
goods can bo diverted without driving the labour out of employ- 
ment ? 

The assumption is made all the more puzzling by the explana- 
tion on p. 180 of the results that would follow it the Government 
spends its R bushels of wheat in setting men to work not on 
capital works but on making consumable goods (/.c., wheat). 
‘‘ It then/^ wo are told, “ gets back and has available for further 
wage payments wiiat tlu'st^ nuui ])ro(luce.'’ 

If the curve ‘‘ dc'picting tlu' marginal wheat out])ut of varying 
numbers of men , . . is a straight line with a slope of 45 degrees, 
the total number called in to work will bo R (1 + -j- \- . . .) 

i.e., 2R men.” The underlying idea is clear, but the formula 
does not seem to be (juite right. 'Fhe reference to marginal 
output suggests diminishing returns, and if the first R men are 
paid a bushel for ]m)ducing half a bushel each, then the IR men 
employed with their produce would produce /c.yy than half a 
bushei each. Since the marginal output of tlie men previously 
in omploynKuit was ])resumably one busliel ])er week per man, 
an average of half a bushel for the next R men seems a low estimate, 
and Professor Pigou’s claim that the number of men called to 
employment will be several times R seems modest.^ 

But if the Government can give so much more employment 
by setting men to jn’odiicc consumption goods, why is the dis- 
placement of men from j)rivate employment in the prodiadion 

1 Tlio inagir t*ri\vls of turoiim nu'ii on to pro.linv ^^hont arisL. ontiivly from 
tlio assumption that. wh.«at is nssuimMl to ho usoil ns (/ moms of }MOjmntf. Iho 
production of tho moans of paynu'ut is not nooossarily suhjo. t to tho law of 
diminishing roturns. If tiu' unoinployod wore sot to manufaotnro pnpci monoj. 
wo miglit pot a divorpt'ut sorio.s7/(l { 10,000 100,000,000 -i . . .). ^ » cas> 

way with tho problem of unoinploymont ! 
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of consumption goods not to be treated as a set-off against the 
employment given ? I cannot help thinking that some error has 
crept into Professor Pigou’s presentation of his hypothesis. 

But in any case what is the purpose of the hypothesis ? It does 
not seem to aim at anything more than illustrating Professor 
Pigou’s theory of “ wage-goods ” or mobile resources/* and it 
adds nothing to previous expositions of that theory. My grounds 
for dissenting from the theory I have stated in Trade and Credit 
(particularly pp. 148-151, 155-8 and 178-184) and I need not 
repeat them hero. 

K. G. Hawtrey 

Comment on the above by Professor Pigou 

The Editor of the Economic Journal has invited me to 
comment on the foregoing paper. As regards the main matter 
of discussion there is not, I think, really any great difference 
between Mr. Hawtrey and myself. It is chiefly an issue of words 
and ways of putting things. Thus, I argue that, since velocity 
of circulation depends upon non-monetary factors, i.e. the pro{)or- 
tion of their real income which j^eople eliooso to keep in the form 
of ready purchasing power, anyone who admits that variations 
in velocity are influences affecting the tradr^ cycle, ouglit not to 
say that this is a purely monetary ])henomenr)n.” Mr. Hawl rev 
argues that variations in velocity of circulation are monetary causes 
and that, therefore, it is perfectly ])roper to say that. Agaiti, 
if it is the periodicity of industrial fluctuations that is to lx* a purely 
monetary phenomenon, and if periodicity is to bo used to m(‘an 
the form of wave movement ‘‘ which does actually occu?%" 
course Mr. Hawtrey wins his case ; for nobody supposes that, in the 
absence of the monetary factor, the form of wave movement would 
be exactly the same as it is when that factor is ])rese!it. To us(^ 
words in this way seems to mo misleading. Anyone vho will 
read our two articles together can judge for himself how far our 
verbal differences imply diftcrences of substance also. As regards 
the portion of his paper in which Mr. Hawtrey turns from defence 
to criticism and examines my § 11 — that dealing with Government 
expenditure in a regime of barter or of stabilised prices — things 
are different. His argument, together wdth comments which 1 
have received jwivately, have convinced me that the analysis of 
that section is incorrect. I should now say quite simply that tlu^ 
Government can obtain an annual real campaign fund without 
any set-off in new unemployment except in so far as (1) the 
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tRXRtion it imposGS indirectly checks the performance of work 
by non-wage-carners and the accumulation of capital, and (2) 
friction and immobility interfere with such shiftirigs of occupations 
as the new adjustment requires. If the real campaign fund 
amounts to R, this fund employed to the best advantage should, 
again apart from frictions, enable it to set to work a number of 
new men such that the aggregate real value of their work falls 
short annually of their aggregate real wage requirements by R. 

A. C. Piooi; 


“fair wages” and “net advantagks ” 

§ 1. In Principle.^, Book VI, chap, iii, Marshall exjionnds his 
famous doctrine that economic freedom tends to establisli 
equality not of time-earnings but of “ efficieriey-carnings,” and 
not of money wages but of “ net advantages,” enjoyed by labour 
of the same grade in different places and occupations. It is 
not definitely stated, but it is perhaps implied by ^Marshall— at all 
events it is, so far as I ean see, true- - that this tendency is socially 
beneficial. The following note i.s an attem])t to assist the student 
wlio has oeeasion to compare afresh this familiar doctrine with 
Professor Pigou's recently revised discussion of the relation 
between eipiality of marginal net products of labour, “ fair wages,” 
and the national dividend (Pconomm of Wrifare, 3rd ed., Part HI. 
Chaps, ix and xiv). 

§ 2. lie will find, T think, that the various elements of difference 
between money wages and “ net advantages,” which are set out 
by Marshall in a uniform catalogue, arc re-grouped by Prof. Pigoii 
into four categories, which are subjected to sejiarate treatment. 

(i) Differences in the cost of living . — These arc treated (p. 408) 
as giving rise to “ costs of movement ” from points where cost of 
living is low to j)oints where it is high, and hence to inecpiality in 
the marginal net ])roducts of labour at different j)oints. Given 
the existence oi these differences in the cost of living, it is {\rgued 
that the resultant inequality in marginal net products is desirable 
(p. 510 n., cf. p. 552), and is consistent with the prevalence every- 
where of “ fair ^vages ” (p. 540), 

(ii) Differences hi special anienifics enjoyed, such as liberty 
to settle one’s own hours of work. With some straining of 
language, a money measure of these amenities is regarded as 
forming part of “money wages” (p. 548); and in spite of the 
definition on p. 136 of marginal net products in terms of ph} sical 
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things or objective services,” the amenities themselves are 
regarded as forming part of the marginal net product of the 
worker who enjoys them. 

(iii) Differences in healthiness, safety, regularity of work. — ^These 
things, like amenities,” are regarded as entering into marginal 
net product (p. 494). Obviously a money measure of them is not 
regarded as entering into “ wage rales ” (p. 493, lino 20) : sin(?e 
the fact that it docs not so enter, and that therefore work-people 
arc tempted to ignore these difTerences, is the whole point of the 
argument of chap, ix, § 4. We are l)Ound, however, to suppose 
that sucli a money measure is rcgardc<l as entering, lilco a money 
measure of other ‘‘ amenities,” into “ money wages ” (p. 548), 
Otherwise the statement on p. 549, that “fairness” between 
similar persons implies equality of “real wages defined as 
“ money wages ” corrected for cost of living — cannot stand. 

(iv) Differences in opportunity for siqrplementary family 
earnings. — These are treated in chaj). ix on the same footing as 
(i) differences in cost of living (p. 504). But in chap. xiv. in con- 
nection w ith the conception of “ fair w^ages,” nothing is said about 
them ; and w'e are left uncertain w hether or no such opportuiiities 
have now^ been subsumed with other “amenities” into marginal 
net products, and tluir money measure into “ inoiuw wages.” If 
they have, differences in what are ordinarily c.nlled money wage's 
due to this cause are being regarded as “ fair ” ; if not, they arc' 
not. But in the former (*asc the treatment would seem to hv. 
inconsistent with the treatment in chap, ix, wiiere such difference's 
are regarded as causing inequality of marginal net products and 
money w^ages; while in the latter case the result would seem io 
be at variance with ^larshall's. 

§ 3. Thcw'holc position is thus vsomewhat confusing. Subject, 
howwer, to the ambiguity under (iv) above, I have no criticism Io 
make of what I take to be Prof. Jh'gou’s final conclusion, namely, 
that (in his own terminology) universal “fairness ” of wages, ^ 
(in Marshall’s terminology) universal equality of “ net advan 
tages,” is in the social interest, cxee]>t so far as it can only be 
attained by treating real costs of movement (in the ordinal ^ 
restricted sense) as though they did not exist. But I suggest that 
if it is desired to establish this proposition in terms of marginal net 
product and national dividend, the least confusing procedure is as 
follows. Adhere to the definition of marginal net products in 
terms of physical things or objective services (p. 136) ; and treat 
differences of types (ii) (iii) and (if this is not already dime) (iv) on 
exactly the same footing as differences of type (i), namely, UvS 



1929] REGULATION OF WAGES IN GREAT BRITAIN 


645 


factors which render it desirable that there should bo ^equality 
in the marginal net product of labour at different points, even 
though such inequality has an unfavourable effect on the size of 
the national dividend. [The tendency of work-people to ignore 
danger, etc. will thus appear as a factor tending to make marginal 
net products and wage rates equal when they ought to be unequal, 
and not (as in chaji. ix. § 4) as a factor tending to make marginal 
net products (though not “ wage rates ”) unequal when they 
ought to be equal.] 

After reading this note, Professor Pigou has signified that ho 
would regard the suggested change as an improvement. 

I). If. Robertson 


A NOTE ON “the I’l-BJilC REGUr-ATION OE WAGES IN 
GREAT BRITAIN 

There can be very little doubt that Professor Clay in his 
Prcsidental address, which a])peared in the S(?])tembcr issue of 
the Economic Journal, puts his finger on the seat of the trouble 
wlien lie ascribes our present industrial condition, under which a 
million or more pot(‘ntial wage-earners are unemployed, to the 
post-war loss of plasticity of wage-rates. 

This loss of plasticity he attributes to the fact tl\at unemploy- 
ment no long(T exerts the d(‘prcssing effect upon the wage level 
of the comimmitv that it did in ])re-war days, and few' wdll be 
found to disagree with liis view' that if the unemployment problem 
is to be solved, some other means must be found of ensuring that 
w^ages w ill in general respond more readily to changes in the supply 
and demand of labour. 

There is one paragraph in the address, howTvor, that is likely 
to 1)0 very misleading to the lay mind. In dealing wdth the 
trader union policy of j)iisliing np w'ages regardless of unemploy- 
ment, he states that there is a condition under w'hieh continually 
higher w'agc-rates can be paid, and that is wdieii the w'caltli of the 
community is steadily grow ing. 

This statement suggests that Professor Clay holds the view 
that if the productivity of industry were increased it w'ould be 
possible to pay to tlie wage-earner proportionately higlier wages. 

The fact of the matter is, howevta*, that taking the world as 
a whole, increased productivity w'ould not cnahle the general 
W’ago level to be raised, as the amount that ean be paid in 
money -wages depends not upon the wealth produced, but upon 
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the quantity of currency in the world and upon the monetary 
habits of the people in the world. 

It is true that if any community increased its productivity 
relatively more than other communities, gold would flow into it 
from other communities, thus enabling it to increase the amount 
of its currencj^, and to pay cither higher wage-rates or the same 
Tj^agc-rates to a greater number of wage-earners. Any rise in 
wage level in such a community, however, would bo balanced by 
an equivalent fall in wage level in some other community in which 
the productivity had relatively fallen. 

I raise the point because at the i)resonfc time it appears par- 
ticularly desirable to make it as clear as possible that while there 
is unlimited scope /or increasiny the purchasing power of wages by 
increasing the productivity of labour, the amount that can he imid 
in money-wages is a strictly limited quantity determined ultimately 
by the quantity of gold available as a basis of currency. 

John P. Biubv 

Liverpool. 


OBITUARY 

Thorstein Veblen : 1857-1929 

Accordino to its indexes, the Economic Journal has reviewed 
but one of Thorstein Vcblen’s eleven books. The issue of Septem- 
ber 1925 contains a notice of The Theory of the Leisure Class — a 
volume published twenty-six years earlier and just then rejirinted 
for the ninth time. It seems a natural inference that Veblen’s 
work is not widcl}" known to British economists. Among 
American economists, on the contrary, no contemporary stands 
out more clearly from the crowd. Opinions differ sharply con- 
cerning the value of his contributions, critical and constructive ; 
but there is no doubt that his influence is wide and deep. 

To account for the slight attention paid to \’'eblcn outside of 
his own country is not difficult. Professor Graham Wallas, who 
owns a desire “ to give him the old-fashioned name of * genius,’ ” 
sorrowfully confesses that “ Veblen’s liooks are, even for a pro- 
fessional stuflent, pretty stiff reading.’’ ^ The subject-matter is 
difficult in that Veblen attacks problems strange to economists 
and uses evidence few of us can weigh. Even more disconcert- 
ing to many is his style — and in his case certainly the style is the 
man. Professor Wallas wished Veblen “ to write a new book, 

^ “ Vohlori’H Irnporifti (iormany ami tlio Industrial Revolution,’' Quarterly 
Journal of Economics, November 1915; Vol. XXX, pp. 179-87. 
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in which he shall drop the irony and reticence which is such an 
admirable means of self -protection for a sensitive teacher who 
thinks for himself. 1 hat Veblen could not or would not do. 
He was an original, whom the discipline of life in a land of “ regular 
fellows ’’ could not standardise. Those who strive to profit by his 
uncanny penetration into the foibles of modern society do well to 
study first his strange personal equation. 

A son of Norwegian immigrants, born in Wisconsin in 1857 
and brought up on a farm in Minnesota, Veblen did not come into 
close contact with English-speaking Americans until at twenty 
years of age he entered Carlton College — a small congregational 
institution near his home. He found his new associates queer 
people. They accepted without question conventional modes of 
thinking and acting quite different from those which prevailed 
among his own people. Veblen had the strength of mind to resist 
assimilation, and the urge to inquire how conventions arise and 
spread. Also ho took a naughty pleasure in quizzing earnest 
souls who felt it bad form to probe respectable beliefs. He loved 
to propound elaborate explanations for things which most people 
regard as the plainest common sense. And the more these explana- 
tions made folk squirm, the more Veblen enjoyed them. 

With this trait Veblen united wide curiosity and remarkable 
powers of assimilating knowledge. Ho was a close observer of 
plants and animals as well as of people, a deft craftsman who liked 
to experiment with new materials, a quick linguist, an omnivorous 
reader. Among all the routes leading to the unknown regions he 
longed to explore, philosophy seemed to his youthful mind the 
most promising. After graduating from Carlton College lie went 
to Johns Hopkins and then to Vale, where in 1884 he took a 
doctor's degree in philosophy, with a dissertation upon “ Ethical 
Grounds of a Doctrine of Ketribution.'’ But he could find no 
opening to teach : in those days chairs of philosophy were usually 
occupied by retired elergymen. Ih'turning to Minnesota, Veblen 
remained a studious recluse for seven years. Finally, in I8IH, an 
opportunity came to enter Cornell as a student of economics. 
From that time forward he lived a none-too -smooth life as a teacher 
and writc^r upon economics, passing in succession to Chicago, 
Stanford, Missouri and the New' School for Social Research in J^ew 
York, where he lectured from HU 8 until his retirement in 1920. 

Veblen thus brought to economics the detachment of a visitor 
from Mars, a confirmed habit of ironical expression, a specialist s 
grounding in philosophy, and the loot of much miscellaneous 
reading. A man familiar with Kant is not over-aw'od by the 
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technical parts of economic theory. Nor does he miss the philoso- 
phical implications of what is said. Veblen was intrigued by what 
seemed to him the naive preconceptions entertained by the masters 
of political economy from Dr. Quesnay to Dr. Marshall. In par- 
ticular their notions of human nature seemed to him curious. 
Contemporary theorists had not really freed themselves from that 
rationalised concept of behaviour which Bentham had set forth 
in such downright fashion. Yet Darwin’s studies of the instincts, 
supplemented by William James’ analysis of the formation and 
functioning of habits, had reduced the felicilic calculus from its 
eighteenth-century status as an instrument of scientific inquiry 
to the status of a quaint delusion. Even the attenuated modern 
forms of this calculus were mischievous in that they diverted 
attention from genuine problems. Veblen did not say all this 
in good round terms. That was not his way. He explained that 
the conclusions reached by economic theorists were quite con- 
sistent with the premises, overt and tacit, from which the theorists 
reasoned. He sought to show how the notions of human nature 
employed had become current, lie inquired why the })alc ghost 
of hedonism still haunted economic treatises after the body h.ad 
been decently buried in treatises u})on psychology. In short, 
ho dealt quizzically with economic theory as an intellectual 
curiosity which called for explanation, and thereby annoyed many 
people who would have taken a frontal attack with good gracjo. 

The fundamental difficulty with economics, in his view, was 
that it does not conceive its })rol)lems in the ju-oper way. Under 
the spell of Darwin, Veblen held that — 

In so far as it is a science in the current sense of the term, 
any science, such as economics, which has to do with huimvn 
conduct, becomes a genetic inquiry into the human scheme of 
life; and where, as in economics, the subject of inquiry is 
the conduct of man in his dealings with the material means 
of life, the science is necessarily an inquiry into the life- 
history of material civilisation, on a more or less extended 
or restricted plan. . . . Lik(i all human culture this material 
civilisation is a scheme of institutions— institutional fabric 
and institutional growth.' 

Institutions “ arc settled habits of thought common to the 
generality of men.” ^ xhe problems proper to economics, accord- 

^ “ Tho Limitations of Marj^inal Utility/* ItlOD. Uopublishod in The PUic*’ 
of Science in Modern Cioilinaliun and other Now York, 1919, i>p. 2^9, 241. 

* Ibid., p. 239. 
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iugly? problems of genesis and eumulative change in widely- 
diffused habits of thought concerning ways and means. Such 
problems must be treated in terms of causation, not in terms of 
rational choice. 

The two methods of inference — from sufficient reason and 
from efficient cause — are out of touch with one another and 
there is no transition from one to the other : no metliod of 
converting the procedure or the results of the one into those 
of the other.^ 

In his constructive work Veblen followed the line thus marked 
out. He investigated a variety of institutions, or institutional 
complexes, from the leis\ire class to the machine process, business 
enterprise and absentee ownership. Always he sought to explain 
in causal terms why a certain way of looking at things arose and 
why that way changed in th(‘ course of ti?nc. Always he treated 
behaviour as a whole, not caring to mark oil a narrow segment as 
strictly economic. Always he saw contemporary man as a product 
of age-long savagery, bewildered by the changers in conditions which 
he has unwittingly brought upon himself. And always Veblen 
played with the feelings of his readers (piitc as much as he played 
with ideas. Even when he dealt with questions wdiich liave a 
place in standard treatises on economics — such as credit, business 
combinations, profits, socialism — he drew' little from, and he con- 
tributed little to, the standard discussions. For the problems 
which he thought signilicant arc not the problems ordinarily 
attacked. As ho put it, inferem^e from efficient cause and infer- 
ence from sullici(‘nt reason are out of touch with one another, and 
there is no transition from one to the other. Quite naturally 
many economists hehl that wiiatever his work may be, it is not 
economic theory. 

We shall have no more of these investigations, with their 
curious erudition, their irony, their daz/.ling phrases, their 
bewildering reversals of ]Wobleins and values. Veblen died in 
July, among the Californian hills which he fondly likened to the 
lands that never were outside of William Morris s romances. 
But those wdioae intellectual interests are not limited to conven- 
tional linos wu’ll long find in his work a treasure of subtle sugges- 
tion. The .sophisticated who can bear to have their share in 
human frailty exposed will read with quaking pleasure. Perhaps 

‘ “The Limitations of Marginal IHility, ’ Iloimblished in The Plare 

tjJ Science in Modern Civilisation and other Essays ^ Now \ork, 1910, p. 2.17. 
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the best book to sample by way of introduction is the volume of 
collected essays, entitled The Place of Science in Modern Civilisa- 
tion (1919). The Theory of the Leisure Class (1899) is the most 
playful and popular of the full-length discussions, while Absentee 
Ownership (1923) is starkly terrible at times beneath its bland 
surface. Economists will feel most at home with The Theory of 
Business Enterprise (1904), psychologists with The Instinct of 
Workmanship (1914), and political scientists with Imperial 
Germany (1915) or with An Inquiry into the Nature of Peace and the 
Terms of its Perpetuation (1917). But Vcblen demands much of 
his readers, and not everyone who sips will have the stamina to 
drink. 

Wesley C. Mitchell 

Col ambia Un iversity, 

October 1929. 
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Section F (Economics and Statistics) of the British Association 
hold its South African meetings under the Presidency of Pro- 
fessor Henry Clay at (.aiKJtown (July 23 to 26), and at JohaTiues- 
burg (July 31 to August 2). The chief characteristic of the meet- 
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ing was the large proportion of papers contributed by South 
Africans upon subjects in the study of which they had special 
interest and experience. At Capetown, Professor P. Leslie 
(University of Capetown) read a paper upon ‘‘ (Coloured T.abour 
and Trade Unionism in Cape Town ” which broke new ground; 
Professor J. W. h\ Gurskopf (University of Stellenbosch) dealt 
with “ The Agricultural Land of South Africa and its Users, and 
Professor A. Plant (University of Capetown) with “ The Anti- 
dumping Regulations of the South African Tariff ” ; Mr. 1). T. 
Jack discussed the problem of the future value of gold. A 
complete session was devoted to a joint discussion with the 
Agriculture Section upon “ The Problem of Stabilising Agricul- 
tural Prices, with special reference to Control Boards, Equalisation 
Funds, and other Methods of Price Regulation,” and the subject 
was introduced by Mr. R. B. Forrester, Mr. R. J. Thompson, and 
Dr. J. M. Tinley. Professor Clay opened a joint discussion with 
the Anthropological Section upon “ Economic Competition 
between Advanced and Backw'ard Peoples.” 

The Johannesburg meeting was chosen by the Association for 
the delivery of Professor Clay’s Presidential Address upon The 
Public Regulation of Wages in Great Britain,” which has been 
printed in the last issue of the Economic Journal; in addition, 
three of the papers upon South African economic conditions were 
delivered here by specialists in their respective fields ; Dr. J. E. 
Hollow'ay, the Union statistician, upon ‘‘ The Demographic 
Position in the Union of South Africa ” ; Mr. John Mai tin, the 
President of the Transvaal (diamber of Mines, upon “ Group 
Control in the Gold-mining Industry,” and Mr. W. H. Clegg, 
of the South African Reserve Bank, upon “ Banking in South 
Africa.” There were also pa])ers by Dr. S. TI. Frankel (University 
of the Whtwatersrand) upon ‘‘ Road and Rail Transport in South 
Africa,” and by Mr. W. H. Hutt (Ihiivt*rsity of Capetown) upon 
“ Collective Bargaining and Distribution.” 

The papers by Mr. IMartin and Mr. Clegg are published in the 
present number of the Economic Journal. The other South 
African papers will be published in the Journal of the Economic 
Society of South Africa. 

The Section was honoured by the conferment of the Honorary 
Degree of D.Sc. upon its President by the University of Capetown. 
It ought also to be said that the Section was well supported and 
that widespread publicity w^as accorded to its proceedings. 
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Professor G. F. Shirras writes : — 

“The Royal Commission on Labour in India under the 
Chairmanship of the Rt. Hon. J. H. Whitley, late Speaker of the 
House of Commons, assembled in India on October 14, 'to inquire 
into, and report on, the existing conditions of labour in industrial 
undertakings and plantations in British India, on the health, 
efficiency and standard of living of workers, and on the relations 
between employers and the employed and to make recommenda- 
tions.* The Commission is a very strong and representative one 
on the whole. It is improbable that it will bo able to complete 
its work in one visit to India, and may, following the example 
of the Royal Commission on Agriculture, return again next 
October. During next summer it is likely that it will examine 
conditions in Great Britain and perhaps some other Western 
countries. 

“ Since 1927 India and Bombay in particular have suffered 
from considerable industrial unrest, and the financial and economic 
loss to the country of many millions of working days runs into 
many millions of rupees. Indeed, the loss of wages on this account 
from 1927 has been about £8,000,000, and that, too, in a country 
where w^ages arc low as compared with Western standards. It 
is sometimes forgotten that India has a seat on the governing 
body of the International Labour Office, Geneva, as one of the 
eight countries of chief industrial importance. In recent years 
there has been p«as.sed by the Legislature an amount of labour 
legislation for which the Government has received much ])raise. 
Thus the Indian Factories Act was amendefl in 1922. A Mi?u\s 
Act and a Workman’s Compensation Act were passed in 1923 : 
a Trade Unions Act in 1926, and an Industrial Disputes Act in 
1929. The Bombay Legislative Council passed this year an Act 
for the granting of Maternity Benefits. 

“ The main problem is the practical one of finding ar adjust 
ment of the interests of employers and employed which will 
secure the co-operation of both in the work of production. The 
mass of workers is illiterate, herd-like, and liable to be easily 
influenced, as two authoritative reports recently published have 
undoubtedly proved, viz. the Report of the Bombay Riots 
Inquiry Committee, and the Report of the Court of Inquiry into 
the causes of the Cotton Mill strike. India’s industrial develop- 
ment is comparatively recent— it is hardly sixty years since the 
first cotton mills were built in Bombay. Moreover, labour is 
predominantly agricultural, and the worker, especially in Bombay, 
often returns to his village to engage in the tilling of his fields. In 
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other centres — as, for example, in Ahmodabad — labour is very 
slowly being divorced from work in the fields. One of the moat 
important questions before the Commission will be the possi- 
bilities for the growth of a sound trade union movement. Lord 
Lloyd, who, when Governor of Bombay, was responsible in 1921 for 
founding the first Labour Bureau in India, held that in Bombay 
labour was, next to the problem of law and order, the most 
important of his jjroblcms, and in a speech on trade unions gave 
point to this. The Chairman, Mr. Whitley, on his arrival in 
India made a statement to Press representatives, in the course of 
which he said that ‘ Indian opinion is nearly unanimous in desiring 
a great advance of Indian industry. This is a desire whicli I share 
to the full. As I understand the position, India has emerged from 
the first stage of industrial evolution; and, so far as 1 have been 
able to judge, she seems to liave surmounted the difficulties 
inherent in the transition more easily and more smoothly than did 
some Western countries. She is now entering on the second stage. 
New factors, both human and economic, have coine into play, and 
the problem has become as much international as national. 
Manufacture and commerce arc more and more affected by world- 
wide conditions. Superiority in organisation or in technique soon 
overleaps national boundaries, and great nations cannot long be 
content with the supply of internal needs. But there can be no 
true progress in industry unless that progress is reflected in the 
conditions of the masses of workers w ho make industries jiossiblc ; 
an advance in which they did not share w^ould be a transient 
advantage. Healthy and permanent progress is bound up with 
a steady improvement of the human and economic status of the 
rank and file of the industrial army. It is the well-being of all 
the pei'sons engaged in an industry which constitutes tlic con- 
tribution of that industry to the national wealth. It is my hope 
that our w ork in India will residt in a contribution of some value 
towards this aim. I hope that by examining the conditions, and 
suggesting lines of development, we can luip India to plan ahead, 
so that in respect of labour questions Indian industry generally 
may profit by the successes and avoid the mistakes made elsewhere 
or in particular parts of this great country.’ ” 


Arrangements have been made wiicrcby Professor Seligman s 
economic library will be transferred this autumn to Columbia 
University. The library has been in process of formation for 
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almost fifty years, and includes several collections like the Francis 
Place collection of labour works, the Albert Bolles collection of 
American finance, and others which had been in process of forma- 
tion for another fifty years. The library contains between 
40,000 and 50,000 items, and is especially strong in the early 
literature of Great Britain, the United States, Germany, Franco, 
Italy, and S})ain. It includes many items not to be found in the 
British Museum, the Goldsmith’s Library, or in the Bibliothequc 
Nationalc. It is also rich in incumihula and early mediaival 
works bearing on economic topics. The collection of Americana 
is probably unicpie. Most of the tracts, not in the original binding, 
have been rebound in full or half levant by Riviere. A catalogue 
is in preparation. The library will be open to advanced students 
on liberal conditions, with free access to the shelves. 
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E. E. Cummins. Two Errors in Interpreting Wage Data. H. L. 
.Rrain. Theory of Consumers' Credit, J. V. Gvildfoud. 
Collective Bargaining and Productivity. S. J. Coon. 

Review of Economic Statistics (Harvard). 

August, 1020. Revised Index of the Volume, of Mining. W. F. Max- 
well. The Moving Geometric Average. K. Pohlen. Review of 
the Second Quarter of the Year. 
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Annals of the American Academy of Political and Social Science, 
July, 1929. A Study of Present-day Causes of International Friction 
and their Elimination ; devotes two sections to economic questions, 
those of War Debts and the American tariff. 

Journal of Economic and Business History (Harvard). 

August, 1929. History of the Dennison Manufacturing Company — 1, 
E. P. Hayes. A Statistical Crime of the Seventeenth Century, 
W. H. Beveridge. Retardation of Industrial Growth. S. 
Kuzn ets. 3Iari ne Risks and Insurance in the Seventeenth Century. 
V. Barbour. 

Political Science Quarterly, 

September, 1929. War Indemnities and Business Conditions. G. 
Btelsctiowsky. The German Labour Courts, H. B. Davis. 

Journal of Political Economy. 

August, 1929. Social Insurance in Soviet Russia. A. Abramson. 
Federal Reserve Policy, 1923-4. H. L. Heed. Wages and 
Subsistence on Simnish Treasure Ships 1503 -lOGO. E. J. Hamil- 
ton. Occupational Readfustment of Displaced Skilled Workmen. 
11. J. Myers. 

October, 1929. Marginal Productivity and the General Prici ng Proers.^. 
H. Schultz. Th^ Standard of Living at a Professional Level, ISIG- 
17 and 1926-27. 0. G. Woodhouse. Sir Edward A. 

Plummer. An Estimate of the Volume of Deposit Currency in the 
United States. Y. L. Leong. Economic Equality and the 
Mandates Coinmission. E. C. Jenkins. 

Wheat Studies of the Food Research Institute (Stanford, Galifornia). 
August, 1929. Wheat under the Agricultural Marketing Act: Some 
Problems of the Federal Farm Board. This Act envisages a 
reorganisation of co-operative marketing and a rationalisation of 
the process of distribution. 

September, 1929. Survey of the Whml Situation, April to July, 1929. 
World wheat prices declined in Ai)ril and May, but rost; j)rc- 
cipitously in June and July, as the jiew-erop outlook in Xijrth 
America, especially Canada, turned remarkably unfavourable. 
But the new crop year opened with a huge accumulation of stocks 
and Europe may harvest one of the largest crops of recent years. 
While the ^Southern Hemisphere crops are not yet made, tl»c 
outlook for trade and prices remains obscure. 

Revue d'Economie Politique. 

July-August, 1920. L'miire scientijique. dc quvJquvji konomisUs 
krangers : I. Joseph Schumpeter. G. H. Bousquet. La Banqm 
des reglements internationaux el V inlernationalisme monkaire. 
(Anon.) Le.s idks de M. Keynes sur le probUme des transferts. J . 
Rueff. La concentration bancaire en Belgique. B. S. Chlepnek 
La pkikration konomique des Etats-Unis dans VAmdrique central ( . 
J. Gachon. 

Journal des Economistes. 

October, 1929. La question du bU. G. de Nouvion. La ligue de 
libre-khange. An examination of the idea of a European customs 
union. 
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Ij Avenir du Travaih 

August, 1929. La politique de protection de la famille. F. Ver- 
CBUYSSB. Le probUme des migrations de travailleurs, G. Simon. 


Giornale degli Kconomisti. 

June, 1929. Esame critico delle dottrine svlla monela e sui prezzi 
nelV esperienza economica russa. J. G. Kretschmann. Both 
theoretical considerations and a study of price movements in 
Russia since the war lead to the conclusion that it is impossible to 
compress into a single formula or theory the complex inter-relations 
of monetary phenomena. Current theories neglect, in particular, 
to lay sufficient stress on changes in the general level of prices whicli 
result from factors influencing the supifly of commodities. Cenni 
di Finanza teoried. G. Sensini. Oli ultimi movimenti delV oro e 
il mercato monetario intemazionale, B. Fol. A brief survey of 
gold movements to and from England during 1927 and 1928. II 
porto di Genova e il trajfico di transito con la Svizzera. G. Kohler. 
Un indagine sui prezzi. Prof. R. Baccht writes an interesting 
review of a book by E. C. Mills, The Behaviour of Prices. 

July, 1929. Sopra alcuni problemi di dinamica economica. V. 
Moretti. An acute and vigorous criticism of recent American 
attempts to formulate statistical laws of demand. The writer 
concludes : (1) The law of demand in economic theory refers to 
the hypothetical response of the purchaser at a moment of time to 
a given set of conditions : it represents a virtual fact rather than a 
real fact ; it can be conceived but not demonstrated experimentally. 
(2) Statistical curves of demand, constructed on the basis of data 
concerning quantities and prices in a market, do not and cannot 
have an unequivocal meaning, since the same data can yield in some 
cases a curve of demand, in others a curve of supply, and in others 
an undefiiied curve of uncertain shape and, even more, of uncertain 
significance. (3) A statistical curve of demand is never such as to 
enable us to determine the shape of the bundle of curves of demand 
and supply from which it is constructed : it is always the concrete 
resultant of the actual wiriations of demand and supply in a period 
of time and is not comparable to the theoretical curves from which 
it derives its origin. (4) It would therefore be useless to use a 
statistical curve of demand as a basis for forecasting future 
changes in prices, for this would involve projecting into the future 
an economic situation such as has been verified in the past — a 
procedure involving logically the assumption of static conditions. 
La teoria delV evohizione economiai. Prof. H. Vooel summarises 
some of the chief conclusions of his book, Die Theorie des volks- 
wirtsclmftlichen Entwicklungsprozesses nnd ihre Fortbildung durch 
eine evolutiondre Konjunkturtheorie. This theory of the cyclical 
movement of economic life is based on the assumption of a general 
evolutionary tendency of the whole economic system. This loads 
him, inter aiiat to regard the recent practice of attempting to 
forecast business movements and to explain the causation of the 
trade cycle, by means of curves from which the secular trend has 
been eliminated, as not merely inaccurate but also misleading. 
Ancora svlla velocitd di circolazione della moneta. Luigi Amoroso. 
Il porto di Genova e il traffico di transito con la Svizzera. G. Kohler. 
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August, 1929. Elementi per una teoria della durata del procejiso 
traslativo delV imposta in nna societd statica. M. Fasiani. Tho 
first of two articles in which it is <attempted to construct a theory 
of the duration of the process of shifting; the burden of a newly- 
imposed tax, assuming the existence of a stationary state. Lo 
svolgimento ed il sisteina della bonifica mtegrale. M. R. Buccella. 
Tho drainage of water-logged and malarial land in Italy has a 
long history, but it is only recently, under the auspices of tho 
present Government, that determined and practical elTorts have 
been made to deal with the great tracts of land, especially in the 
south of Italy, which are either unfit for cultivation at present or 
are only affording a very small yield. By tho term bonifica 
integraJe is meant not merely the pressing on of drainage works on 
a large scale, but also a comprehensive and ambitious policy, 
involving the expenditure under State siipervision of enormous 
sums of money, to improve every aspect of rural life and to give a 
new prosperity to the whole country-side. 

September, 1929. La teoria dci prestili cAferi e la prat ica italiana. L. 
FKDEBicr. Under existing Italian legislation the raising of foreign 
loans (other than sliort-term borrowing for less than twelve, 
months) is conditional on the sanction of a special ad hoc com- 
mittee presided over by the Minister of Finance. It was laid down 
by a Decree of January fi, 1928, that consemt may only ])o givc'n 
to foreign loans which are “ intended for ])ro(luctive ]>ur[K)ses, of 
general interest, and wliich tend to increase the emjdoynu'nt of 
labour, to increase exportation, or to devclo]) the production in 
Italy of commodities which would otherwi.'^c have to be importe d 
from abroad.’’ An e.xception to these conditions, which may 
prove dangerous, is to be found in the permission giv(‘n to agri- 
cultural credit institutions to ])laee boiuls in fon'ign currencies. 
The Minister of Finance Is also empowered by the same ])(‘crcc 
to take the necessary measures to ascertain that any ca])itai raised 
abroad is beiiig used effectively and .solely for the purpose for whieh 
the loan w’as authorised. In March I92tt tin* control over foreign 
borrowing was liglitened by a Decree providing that “until 
further noliee n) credit operations abroad, even if intended for 
productive purposes, may be undertaken by munieipalitie.s or 
provinces.” Tlie estimated total amount of long term foreign 
borrowing, from lt)2r) to 1928 inclusive, was (net) IlIJ million 
Amcriean dollars, by far the. greatest part of whieh '.^as misf'd in 
the United States. Interest and sinking fund payments on these 
loans in ltl28 amounted to 770 million lire, the average rate <>• 
interest b(‘ing in t lie jieiglibonrhood of 7 jxt cent . "I’lio new’ lonjj 
term borrowing in 1928 wa.s 61*7 million dollars, and the net 
import of capital, after deducting payment of interest, etc., was 
21*2 million dollars. Elmicvti per una teoria della durata dd 
processo traslativo delV imjwsta in una societd siatira. M. Fasiani. 
'rhe completion of the article begun in tho August number of lh^‘ 
Giornale, setting out a theory of the duration of the process oi 
shifting the burden of taxation. Delhi rendiUi del emsumatorc. 
Signor S. Majouana defends certain views put forward by him, 
in a recent book on the application of tb(i doctrine of consumer s 
surplus to problems of public finance, against criticisms by Prof. 
Gobbi in the April number of the Giornale. 
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La Biforma Sociale, 

July-August, 1929. Costi comparati e valore internazionale. A. 
Loria ED A. Cabiatt. Final replies and rejoinders concluding a 
controversy over the doctrine of comparative costs in international 
trade. La Banca internazionale e le rijMrazione. A, Cabiati. 
The International Bank represents a genuine advance on the 
Dawes Plan in so far as it will permit the debtor States to make 
their payments with less real cost and sacrifice and the creditor 
States to receive their annuities with less disturbance of their own 
or neutral markets. But the benefit derived from the future Bank 
depends mainly on the accuracy with whicli the experts have 
estimated Germany’s capacity to pay, and on the elTectiveness of 
the international credit system in oj^erating the Young Plan over 
a j)criod of sixty years. While the Bank will have no control 
over those fundamental eeonoinic forces which occasion movements 
of gold, it will be in a ])osiiion to iufiuencc the important class of 
movements which arise from non-cconomic (political or national) 
causes. London lias no need to fear that the creation of the new 
Bank w ill restrict her credit market or lessen her financial activities, 
because, lacking entirely the traditions and institutions of London, 
it will never be a centre for commercial accex^tances. Moreover, 
London would bo the most suitable place for the location of the 
Bank. The most ])owerful and best administered central banks 
(i.ft. those in which political pressure is least in evidence) will 
bo able to exercise, through the International Bank, a real 
influence over their weaker brethren, and this will be greatly to 
tlio advantage of the citizens of States possessing central banks 
whicli arc w^ak in the above sense. The now Ihink must always 
remain under the efieef ive control of the central banks of the great 
financial centres, and it must be understood that it is only within 
tli(^ limits of scope and activities contemplated by the cxjierts that 
it can prove to be of use also to the lesser States. Le entrate e h 
fipvse effeitive deJlo Slato dal 1922-1923 al 1927-1928. E. Rossi. 
Impuhi, nmorc e soste, nelV attivitd dei comuni italianl, A. 
SoniAVi. 

September- 0CTOJ5E11, 1929. Documenti nJferiori a sujjragio ddV 
economismo slorico. A. Loria. A series of disconnected and 
fragmentary notes and observations, culled chiefly from the 
mitings of modern authors, wiiich lend support to Prof. Loria’s 
w'cll-known view'S on the economic interpretation of history. ^4 
propofiito di ini ieniaiivo di leoria pura del corporalivismo. C. 
Pagno. a criticism of a book by N. H. Fovel, Economia e 
corpomtivismo, the wrifer of wliich seeks to prove that active 
State infrrvoiition to lessen the inequalities in the distribution of 
wTaltli, by means of transfers from the rich to the poor, would 
increase tlie sum-total of economic wTlfare. Le mercedi operaie 
e Vimposta di ricchezza mobile. A. Uckmar. 

Schmollers Jahrbuch. 

AirausT, 1929. Einige Bemerkungen zu Schumpekrs Thcorie der 
wirtschnftUchen Entwicklung. E. voN Beckeratii. A critical 
appreciation. Die Gesetze in der Nationalokonomie. Prof. 
Werner Sombart sets out to show that social phenomena may 
be sot to laws exactly like the phenomena of the physical w^orld, 
and in this connection he gives an interesting classification of 
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Economic Laws, ranging from the Great Laws, like the Quantity 
Theory or Ricardo’s Theory of Rent, which are merely axiomatic, 
to Economic Tendencies, which form “ the bridge between the 
Abstract Rationality of Universal Piinciples and the Irrationality 
of Reality.” Latente hifleUim, W dhrM7ig88ystem, Notenbank- 
politik und Borsenhau8se. T. Balogh. Die Bedeutung der Akten 
der Kriegsgesellscliafien fur die Erhenntnis des mrtschaftlichen 
Lebens wdhrend des Kriegea. E. Zipfel. Die W irischaftslehre 
mid die reformierte Referendarpriifung. Prof. J. Schumpeter. 

Zeiischrift fur Natioualokononiie (Vienna). 

September, 1929. The Effects of Stock Exchange Speculation on 
Conditions of Credit. R. Reisch. A criticism of Cassel’s thesis 
that the Stock Exchange cannot absorb capital. Saving in the 
Individual Econmny. U. Ricci. A summary and elaboration of 
his theory of savings as based on psychic discount, with aii 
examination of variations of the fiit\irc value of money. The 
Problem of the Concept of Productivity. A. v. Hevdel. Aii 
argument based on the validity of only a relative idea of pro- 
ductivity. Behaviourism and the Psychological Foundations of the 
Austrian School. H. Bayer. Concludes that the new theories do 
not endanger the Austrian principles. Contemporary History of the 
French Exchange^ and the Theory of Foreign Exchanges. A. 
Aft ALIGN. A verification of the theories of purchasing parity and 
the balance of payments. The Economist and the National 
Economy. F. Deoexfeld-Schonburo. Social Collectives. K. 
Kaufmann. (All th(\sc articles are in German.) 

Archiv fiir Sozialivissenschaft mul Sozialpolitltik. 

June, 1929. Stoat und Zins. Basing his conclusions on Bbhm- 
Ba work’s Theory of Interest, T)r. Carl Landai er here points out 
that, for the State, the difference in desirability between pr(‘senl 
goods and goods in the future will not be so marked as in the case 
of an individual ; that, in other words, the market rate of interest 
is generally low enough to make (Jovernment biirrowiiig a profit- 
able matter — in the long run. This consideration applies with 
almost equal force to large business undertakings, whose managers 
must take correspoiulingly long views. Soziologie und GesrhichU . 
Dr. L. V. Mises. Wert und W ertgarantie. Du. P. Kecskemktt. 
Konjunclurforschung und Variationsrecknung. Dr. J. 'riN- 
BERGEN. Zwei Jkitrdge zur Thcorie der Rekhsfinanzstuti 'tik. Du. 
Karlmassar. Voraussetzungen und Grundelemente der chin - 
sischen Landwirtschaft. K. A. \\Tttfo(;el. 

Seffember, 1929. Zum Streit urn die Wissens-soziologie. A. von 
SciiELTiNti. Die Machtideen der Klassen. A. Kolnal. Die 
Siedelmig in Grossbritannien. F. Heyer. 

W eltwirtschaftlkhes Archiv. 

October, 1929. Der individualische mid der nniversalistische Begnj] 
der Weltwirtschaft. 0. Spann. Zum Problem der “ tMean 
dconomlque ” der kapitalischen Wirlschaft. A. Caspary. Von (hr 
Wohlfahrt*' und ihren Messbarkeit. G. H. Bousquet. Der 
Begriff der Kapitalistischen, Oeistea bei S&mbart und Weber. E. 
Fechner. Dei Freihandelsgedanke in der Welt rmh dem Kriegc. 
E. C. VAN Dorp. 
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V ierteljahrshefte zur Konjunkturforschung. 

SoNDERHBFT 13. Bestimmungsgrunde der Preise fiir SchUichtrinder, 

Jahrbucher fur NcUionalokonomie und Statistik. 

August, 1929. Weddigens soziolgisehe WirtscMftstheorie, K. Englis. 
Das Bestehen dea MarktmechanismiLS in unserer gegenwdrtigen 
WirlscJuift. E. Cabell. 

September, 1929. Statistik und Sozialokonomie. H. J. Seraphim. 

Sozicdpolitik als ScMcksalsfrage der Antike. W. Weddtoen. 
October, 1929. Bemerkungen zu dem Therm : Theork und Oeschichte. 
B. Peister. Der Arbeitsbegriff der \Y irischaflswissenschafL H. 
Nowak. 

Zeitschrifi fur die gesamte Staatswissenschaft. 

September, 1929. Verfassungslehre, F. Hartung. A critical 
explanation of the similar work of Carl Schmidt. Landwirischaft- 
liche Entwicklungstendenzen in der Welt. K. Ritter. The 
agrarian crisis in the world is not the result of the war, but of the 
bringing of agriculture into capitalistic economy. Rationalisation 
tends to conflict with diminishing returns, and at present produc- 
tion is in excess of market demands, and consumption is limited 
by stationary birth-rates. Die Aufgaben der Finanzwissenschaft. 
W. Weddigen. 


De Economist (Haarlem). 

July- August, 1920. Regeling van het Nederlandsche en Nederlandsch^ 
Iruiische Geld- en Muntwezen /. E. P. Wellenstein. A summary 
of the history of currency problems in Holland since 1872. The 
article develops into an account and a criticism of the Report of 
the Royal Commission on currency problems which appeared in 
1926, and the writer proceeds to discuss currency problems in 
general and the gold exchange standard in particular. De 
dekkingsvoorschriflen der Nederlandsche Bank volgens hoar eersie 
octrooi van 2C}ste7i 3Iaart 1814. A. J. W. Renaud. A study of 
the origins of the provisions regulating the issue of notes by the 
Netherland Bank, as contained in the charter of 25th March, 1814. 
Of these, briefly, Article 32 regulated the number of outstanding 
notes by refercnco to the capital of the Bank, including loans, 
discounts, etc.; while Article 33 provided that the maximum 
should from time to time be fixed by Us ” on the proposal of the 
president and directors of the Bank. In tracing the ideas under- 
lying these provisions, attention is drawn to the corresponding 
regulations in the General Bank established by the Batavian 
Republic in 1802, which were inspired by I. J. A. Gogel. James 
Stcuart is also quoted at some length. Article 33 remained a 
dead letter until 1847, when a maximum of 52 million gulden was 
prescribed, combined with the general principle of proportional 
cover (250 paper gulden against 100 gulden in specie). Tlie Bank 
Act of 1863 restricted the provision to the principle of proportional 
cover. Die Sovetwirtschafty ihr W esen und ihre neuere Eniwicklung. 
Boris Brutzkus. A discussion, written in German, of the Soviet 
economy since the adoption of the N.E.P, in 1921. The author 
emphasises the differences between the N.E.P. and Capitalism. 
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Companies remain organs of the communistic State; business is 
under the control of democracy ; there is no spur to economy ; the 
conditions are those of monopoly. The two main objects pursued 
are : (i) the rapid industrialisation of Russia ; and (ii) the improve- 
ment of the economic position of the proletariat. It is held that 
there has been an honest intention to build Socialism, and that 
the N.E.P. represents the maximum of Socialism that can bo 
realised, especially in an agrarian State. The article concludes 
with a consideration of later dilliciilties caused by the exhaustion 
of the “ heritage of the bourgeoisie,” the enormous increase in 
taxes and the crisis of January 1928. 

September, 1929. Een tiveetal vragen in verband met der nieuwe model 
der Rijksbegrooiing, Ant. van Gun. A consideration of. recent 
changes in budgetary administration in Holland. Since January 
1929, (i) the accounts for the financial year arc no longer treated 
as entirely independent of the accounts for the preceding and 
following years ; and (ii) in future there will be two kinds of receipts 
and expenditure, for “ ordinary service and for “ capital ” 
service. Kegeling van het Nederlandsche en Nederlandsch-Indische 
Geld- en Muntivezen II. K. P. Wellenstein. A continuation of 
the previous article, dealing more particularly with questions 
relating to central banks in connection witli currency. The 
wTiter suggests a ” Bank (k)uncil ” ; the substitution of nickel 
coins for silver is also discussed. 

October, 1929. De tvaarde van den kapitaaldienst ; het agio van 
legeTiwoordige op toekormtige goederen en de rente. R. van 
Genechten. The author recalls Wicksoll’s explanation of the 
apparent combination of two distinct points of view in Bbhm- 
Bawerk’s theory of interest, leading subsequently to developments 
in two directions. There follows a detailed discussion and restate- 
ment of Bohm-Bawerk’s theory. Een voortdurend verandcreml 
heeld van den N ederlandschen Vrouwenarbeid. Anna Polak. A 
detailed analysis from various points of view of the number of 
w'omen gainfully employed in Holland. There has recently been 
an absolute increase in the jiumbers employed, but viewed pro- 
portionately the iiumber tends to become stationary. In contrast 
to Germany there is a tendency to diminution in the numbers of 
employed married women. Three conclusions are drawn : (i) 
there is jio ground for the fear of men being displaced by women ; 
(ii) legal prohibition of work in the case of married wonum is 
superlluous; (iii) the economic significance of women’s work is 
increasing. 


Scientia. 

August, 1929. The Basic Factors of American Life. R. B. Wester- 
field. 

September, 1929. De la nhessiU d'une entente et d'une organisation 
dconomique inter nationales. II. SJ&e. 


Review of Polish Law and Economics. 

VoL. J. No. 4. Protection of Industrial Oumersliip in Poland. S. 
Czaykowski. The Development of Banking in Poland. A. 
Atlas. Development of National and State Economy in Poland. 
J. MiCllALSKI. 
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International Labour Revieiv. 

Septrmber, 1929. An Historical Study of Migration Statistics. T. 
Ferenczi. The Effexts of German Labour Legislation on Employ- 
ment Possibilities for Women. E. Luders. 

October, 1929. The Technique of Balance ; its place in American 
prosperity. P. W. Martin. Women Workers and their Pro- 
tection in Soviet Russia. Wages and Hours in the Coal-mining 
Industry in 1927. 

Index ( J agoslavia) . 

March, 1929. The first mini her is issued, in English, of a quarterly 
publication of the Chamber of Labour for Croatia and Slavonia, 
for the regular publication of wholesale and retail prices, costs of 
living, and other social indices. This first issue contains an 
account of tlic scheme of calculation ado 2 )tcd. 

Revista Nacional de Economia. 

May June, 1929. El patron oro a la luz de la post-guerra. E. W. 
JCemmerrk. La Ucnica de relorno al patron oro. (L Brrnacer. 
Ensayos sobre la organizaxidn y desarrollo de la riqueza. A. de 
Miouel. Los problemas Ucnicos de la agricullura. J. B. Perez. 
La constilucion de sociedades y la asociacion de capitaks. J. R. 
Almansa. 


NEW BOOKS 

British. 

Aiyar (M. K. M.). Statutory Gram-Panchavats. Calcutta : 
M. P. Gandhi. 7]". Pp. 79. Rs. 2. 

Aluen (G. C.). The Industrial llcvelo})ment of Birmingham and 
the Black Country, 18(i0 1927. Allen and Unwin. 81". Pj). 479. 
25**. 

Amos’ Foundation: Year Books of Richard 11; 19 Richard IT, 
1389-1990. Edited for the Ames’ Foundation by 1\ F. T. Pja'c knett. 
hJpottiswoode, Ballantyne & Co. 9J". Vp. xlx [ “05. 

Batson (H. E.). Practical Economics. Routledgc. 6.1". Pp. 
76. 6d. 

Batten (E.). Nationalism, Politics and Economics. P. S. King. 
8J". Pp. 145. 7.9. iui. 

Beach (T.) and Smith (D. IL). Business Economics. Routledgc. 
7^". Pp. 239. 3s.C)d. 

Bridges (A.) and Lee (J. R.). Sugar Beet Costs and Returns for 
the year 1927-28. Oxford : Agricultural Economics Research Inst. 
9f. Pp.48. L9. 

Brooks (W. C.). The Theory and Practice of Finance. Pitman. 
8|". Pp.41l. lOs.M. 

Carruthers (W. a.). Emigration from the British Isles, with 
special reference to the dcvoloiuncnt of the Overseas Dominions. P. S. 
King. 8J". Pp. 328. 155. 
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Clay (H.). The Post-war Unemployment Problem. Macmillan. 
Pp. 208. Ss.ed, 

Cole (G. D. H.). The next ten years in British Social and Economic 
Policy. Macmillan. Pp. 459. 155. 

CuRKiE (J. R.) and Long (W. H.). An Agricultural Survey in 
South Devon. Scale-Hayno Agricultural College. OJ'". Pp. 204. 

Dearle (N. B.). An Economic Chronicle of the Great War for 
Great Britain and Ireland, 1914-1919, with a supplement dealing 
briefly with the years 1920, 1921, and 1022. H. Milford. 9|". Pp. 
397. ‘ 155. 

Dick (E.). The Problem of Interest in its relation to Currency and 
Debt : seven essays. Williams and Norgate. SJ". Pp. 381. 185. 

EAvSTWOOD (R. a.). The Contract Sale of Goods. Longmans, 
Green. 7^". Pp. 120. 35. 6d. 

Fennell (C. H. H.). A Practical Examination of the Bills of 
Exchange Acts. Pitman. 82". Pp. 152. Is, Cd. 

Florence (P. S.). The Statistical Method in Economics and 
Political Science. Kcgan Paul, Trench, Tn'ibner & Co. 8^". Pp. 
521. 255. 

Hobson (J. A.). Wealth and Life ; a study in values. Macmillan. 
72". Pp. xxxi + 489. 155. 

Jain (L. C.). Indigenous Banking in India. Macmillan. 8.V'. 
Pp. 274. 155. 

Krishnamoorthy (0. S.). Indian Practical Banking, a short 
treatise on the day-to-day working of modern Indian joint-stock banks. 
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